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MILITARY RETIREMENT REFORM

HOUSE OF REPRESENTATIVES,
COMMITTEE ON ARMED SERVICES,
SUBCOMMITTEE ON MILITARY PERSONNEL,
Washington, DC, Tuesday, October 25, 2011.

The subcommittee met, pursuant to call, at 1:08 p.m. in room
2212, Rayburn House Office Building, Hon. Joe Wilson (chairman
of the subcommittee) presiding.

OPENING STATEMENT OF HON. JOE WILSON, A REPRESENTA-
TIVE FROM SOUTH CAROLINA, CHAIRMAN, SUBCOMMITTEE
ON MILITARY PERSONNEL

Mr. WILSON. Good afternoon, and ladies and gentlemen, wel-
come.

Today the Military Personnel Subcommittee will address the sub-
ject of military retirement, an issue of immense importance to serv-
ice members, and in turn to combat readiness.

I want to thank Congressman Dr. Joe Heck for recommending
that this subcommittee conduct this hearing. Dr. Heck very as-
tutely recognized that military retirement would be a pivotal issue
in the coming months and that it was essential that this sub-
committee address this issue expeditiously.

Thank you, Dr. Heck, for your insight and call to action.

The Defense Business Board, one element of the Department of
Defense, was quick to present a major retirement reform proposal
that set the tone of the retirement reform debate. The board’s pro-
posal would move the retirement system aggressively toward a pri-
vate sector defined contribution system based on the personal in-
vestments of service members. The proposal received immediate
criticism from service members and military associations.

The proposal is certainly a radical solution that would result in
a significant reduction of retired benefits for all service members.
As could be anticipated, the unveiling of the Defense Business
Board proposal injected considerable uncertainty into the force, to
include troops fighting in the wars in Iraq and Afghanistan. The
proposal created an immediate morale firestorm as service mem-
bers feared that senior members within the Department of Defense
and the military departments were seriously considering its imple-
mentation.

We invited the Defense Business Board to testify today to face
the arguments of their critics and explain the merits of their pro-
posal, but they declined the invitation. I am concerned that the De-
fense Business Board knowingly elected to pursue a very controver-
sial proposal with immediate negative consequences for morale and
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combat readiness, and yet they were unwilling to come before this
subcommittee and defend their actions.

In my view, their failure to appear speaks volumes about their
own lack of conviction that their proposal is deserving of serious
consideration.

Secretary of Defense Leon Panetta has been clear that retire-
ment reform must be on the table for consideration as the Depart-
ment of Defense contemplates the wide array of programs that will
be considered for cuts to meet the budget reduction goals. I am
pleased that the Secretary understood the morale problem that had
been created by the Defense Business Board and announced his
clear support for grandfathering the benefits to be provided to cur-
rently serving service members who have borne the burden of war
over the last 10 years.

We simply cannot betray the trust of the service members who
have performed with such courage and expertise in Afghanistan
and Iragq.

I was disappointed that Secretary Panetta did not disavow the
Defense Business Board proposal. That statement would have re-
moved a major irritant to the force. I was, however, very pleased
at General Dempsey’s statement before the House Armed Services
Committee that recognized the unique requirements of military
service and that strongly asserted that the military requires a re-
tirement system totally different from any civilian retirement pro-
gram.

Today, we hope to learn more about the current positions of the
Department of Defense and the military advocacy groups con-
cerning the need to reform military retirement. I would like to wel-
come our witnesses, Dr. Jo Ann Rooney, the principal Deputy
Under Secretary of Defense for Personnel and Readiness.

Dr. Rooney, this is your first opportunity to appear before the
subcommittee. Welcome. I am certain we will be seeing more of you
in the future.

Next, we have two highly respected professionals that are long-
standing friends of the subcommittee: Ms. Virginia S. Penrod, the
Deputy Assistant Secretary of Defense for Military Personnel Pol-
icy; and Colonel Steven P. Strobridge, USAF, retired, the Director
of Government Relations of the Military Officers Association of
America, MOAA.

Finally, let me introduce Mr. John Davis. He is a Marine, not a
Marine veteran or a former Marine, a Marine. And so, we appre-
ciate so much you being here today; the Director of Legislative Pro-
grams, Fleet Reserve Association.

Mr. Davis, this is also your first time as a witness before the sub-
committee. Welcome.

Congresswoman Davis, you are recognized for your opening re-
marks.

[The prepared statement of Mr. Wilson can be found in the Ap-
pendix on page 29.]
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STATEMENT OF HON. SUSAN A. DAVIS, A REPRESENTATIVE
FROM CALIFORNIA, RANKING MEMBER, SUBCOMMITTEE ON
MILITARY PERSONNEL

Mrs. DAvVIS OF CALIFORNIA. Thank you. Thank you, Mr. Chair-
man.

And Dr. Rooney, welcome. I know that this is your first time tes-
tifying before the subcommittee and so we are glad to have you.

I also wanted to welcome Ms. Penrod, of course, and Colonel
Strobridge and Mr. Davis. Thank you all.

I look forward certainly to hearing your comments on potential
reform to the military retirement system.

While we all know the concerns about the current state of our
Nation’s economy, the discussions on the condition and the future
of military retirement are, once again, being raised. No surprise, I
would suggest. Such discussions are not new. During previous eco-
nomic downturns, focus has turned to the sustainability and the af-
fordability of our military retirement programs.

However, for the most part, the current military retirement pro-
gram was established over 60 years ago. So it is valid, I think, no
matter how difficult, certainly difficult knowing the nature of the
service and the sacrifice of the men and women who serve, it is still
appropriate, I think, for us to ask ourselves whether the current
program still meets the requirements it was set up to achieve,
which, of course, we know is the focus of today’s hearing.

Only 17 percent of the force actually completes a full 20 years
of service in order to qualify for a non-disability retirement. And
many have expressed concerns that the current program does not
recognize the sacrifices of those who served during 10 years of con-
flict and may not stay the full 20 years to earn a retirement. Is it
fair that that person, who may have been deployed once and stays
to retirement is eligible for a lifetime benefit, while an individual
who may have multiple deployments in a combat theater does not
stay 20 years, that person walks away with nothing more than the
admiration of a grateful nation.

When the 20-year retirement program was established, the life
expectancy in 1949 for a white male was 66.2 years. For a black
male, it was 58.9 years. Compared to the latest data available, the
life expectancy in 2009 for a white male is 76.2 years and for a
black male, 70.9 years.

So there is no doubt that Americans are living longer and more
fuller lives, which means that an average individual who receives
military retirement for 20 years of service will receive retirement
for nearly twice as long in his adult life—his or her adult life.

In addition, many of those who retire at 20 years of service have
%01113 on with an ability to seek another full career in a different
ield.

Changes to the personnel compensation programs, including the
retirement system, often strikes fear in the force. So it is impor-
tant, critically important, that we do not necessarily undermine the
faith of those who are currently serving.

But we do have a responsibility to ensure that the compensation
package that is provided to service members are meeting the needs
of our Nation’s national security, and that, of course, includes look-
ing at the military retirement package.
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Thank you, Mr. Chairman. This is an important hearing, and I
look forward to our witnesses testifying today.

Thank you.

[The prepared statement of Mrs. Davis can be found in the Ap-
pendix on page 31.]

Mr. WILSON. Thank you, Ranking Member Davis.

I ask unanimous consent that the Defense Business Board report
on their proposal to reform military retirement and a statement
from ciche Reserve Officers Association be entered into the hearing
record.

Hearing no objection, so ordered.

[The information referred to can be found in the Appendix on
pages 61 and 96.]

Mr. WILSON. And at this time, we will proceed in order with our
witnesses, beginning with Dr. Rooney.

STATEMENT OF DR. JO ANN ROONEY, PRINCIPAL DEPUTY
UNDER SECRETARY OF DEFENSE FOR PERSONNEL AND
READINESS

Dr. ROONEY. Good afternoon, Chairman Wilson, Ranking Mem-
ber Davis and distinguished members of the subcommittee. Thank
you for the opportunity to come before you on behalf of the women
and men who so ably serve in our Nation’s Armed Forces.

I am here today to speak to you about the military retirement
system of our uniformed services. Since the military transitioned to
an All-Volunteer Force, military compensation has been under con-
tinuous scrutiny. The primary goals of the military compensation
system are to attract, retain, and eventually separate members so
the United States forces can support the numerous missions both
here and abroad and when called upon, succeed on the battlefield.

Even though some consider military benefits far-reaching, we
must remain cognizant that they support the brave men and
women who volunteer to defend this great Nation. Over time, while
the military retirement system has remained relatively constant,
pensions in the private sector have changed and more closely ally
to support the more mobile workforce in that sector.

Unlike the private sector, the military services must grow most
of their military workforce internally. It generally takes 15 to 20
years to develop the next generation of infantry battalion com-
manders and submarine captains. As a result, the Department
must ensure military compensation, promotions and personnel poli-
cies all foster greater retention and longer careers necessary to cre-
ate these experienced leaders.

This need for greater longevity and continuity suggests there are
valid reasons why mirroring a private sector compensation package
may not necessarily be the proper approach for the military.

However, the Department does believe that reviewing the retire-
ment system is both a fair and reasonable endeavor, and over the
past year has begun reviewing such retirement in the context of a
total military compensation system.

The officer, enlisted, and civilian leadership of all Services, from
the Active Duty, Reserve, and National Guard Components, as well
as the U.S. Coast Guard, are participating in this review. The re-
view is designed to be deliberate, careful, and pragmatic.
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The Defense Business Board proposal is just one of several con-
cepts that are being reviewed and modeled to determine the impact
on recruitment and retention. The Department is working to strike
the correct balance. This includes weighing the impact of a new
system on recruiting and retention, considering the welfare of the
individual service members and families, which includes
grandfathering our existing force who took their oath under the
current system, and acknowledging our responsibilities to the
American taxpayer.

The Department needs to ensure any proposed changes do not
break faith with the current members, or negatively impact the
current force. Before proposing changes to the military retirement
system or any part of the military pay and benefit structure, how-
ever, the Department is committed to conducting significant eval-
uation and in-depth analysis of any proposal.

The Department must ensure its ability to continue recruiting
and retaining the highest quality members, and must understand
to the fullest extent possible the impact of any changes on the fu-
ture of the All-Volunteer Force.

Finally, while the Department acknowledges the military retire-
ment system appears expensive, it is neither unaffordable nor spi-
raling out of control, as some would contend. The Department an-
nually contributes amounts to the military retirement funds in ac-
cordance with the requirements set forth by the DOD [Department
of Defense] Office of the Actuary. The contributions as a percentage
of military basic pay are projected to remain relatively constant
over time.

At this time, the Department does not have any specific pro-
posals or recommendations ready to offer. Within the last month
the President recommended forming a commission to review the
military retirement system. If this commission is formed, the De-
partment expects to provide significant input to the commission.
The Department also expects that any proposals offered will be
similarly presented to the Congress and to this committee for as-
sessment and discussion.

I look forward to continuing to work with each of you as the De-
partment moves ahead on this issue, and thank you again for the
opportunity to testify, and for your continued support of our mili-
tary members and their families.

I look forward to your questions.

[The prepared statement of Ms. Rooney can be found in the Ap-
pendix on page 32.]

Mr. WILSON. Thank you, Dr. Rooney.

We now proceed to Ms. Penrod.

STATEMENT OF VEE PENROD, DEPUTY ASSISTANT
SECRETARY OF DEFENSE FOR MILITARY PERSONNEL POLICY

Ms. PENROD. Good afternoon. Chairman Wilson, Ranking Mem-
ber Davis, and distinguished members of the subcommittee, thank
you for the opportunity to come before you to discuss the military
retirement system for our uniformed services.

Dr. Rooney told you that the Department has begun a review of
military retirement, and it is my office that has been tasked with
this tremendously important undertaking. The purpose is to deter-
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mine the impact and feasibility of restructuring the statutory and
policy framework for military retirement.

We are aware that numerous commissions and studies have criti-
cized the retirement system. However, I would like to point out
that the current system has supported the most successful All-Vol-
unteer Force in the world. The question now is whether the current
system is still relevant in today’s environment. If not, should it be
modified to meet future requirements, and in a manner more in
line with the private sector?

To ensure that in doing our review we get it right, we are consid-
ering the major aspects of military pay and benefits, along with the
associated personnel and force management policies that have an
impact on recruiting and maintaining the All-Volunteer Force. We
are not looking at retirement in isolation.

Our work is not yet complete, so I am unable to report to you
on the results of the review. However, I can assure you that sus-
taining the All-Volunteer Force and the men and women that so
ably serve our Nation will be at the heart of whatever we do.

I look forward to your questions.

Thank you.

Mr. WILsSON. Thank you, Ms. Penrod.

And Colonel Strobridge.

STATEMENT OF STEVE STROBRIDGE, DIRECTOR, GOVERN-
MENT RELATIONS, MILITARY OFFICERS ASSOCIATION OF
AMERICA

Mr. STROBRIDGE. Thank you for this opportunity to present our
views on military retirement concerns. We are grateful to the com-
mittee for standing up as champions, both now and in the past, to
ensure military retirement incentives remain commensurate with
the extraordinary demands of career service.

The primary purpose of the military retirement package is to in-
duce top quality people to serve multiple decades under conditions
few Americans are willing to endure for even one term. After a dec-
ade of war in which career service members deployed time after
time after time with ever-increasing odds of coming home a
changed person, we found it shockingly insensitive that some now
seek to curtail their retirement package to, “make it more like civil-
ian workers.”

These are the primary incentives that have sustained the career
force in peace and war. We are very concerned the recent proposals
are aimed mainly at achieving budget savings, with scant regard
to longer term damage to retention and readiness. The fact is we
already have considerable history with military retirement cut-
backs. Enactment of the high 3 year average basic pay system in
1980 cut retired pay by about 8 percent for subsequent entrants.
Through the 1980s and 1990s, military pay raises were capped
below private sector pay growth nearly every year, dramatically re-
ducing lifetime retired pay for all the thousands of people who re-
tired under those depressed pay tables.

And in 1986, Congress passed the so-called REDUX Retirement
System that cut lifetime retired pay value by more than 25 percent
for a 20-year military retiree. At that time, Secretary Weinberger,
Secretary of Defense at the time, warned Congress that REDUX
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would inevitably undermine retention and readiness, which proved
true a decade later and Congress repealed it in 1999.

Recent proposals by the Defense Business Board and the 10th
Quadrennial Review of Military Compensation envisioned far more
dramatic cutbacks than REDUX did, delaying most retirement
compensation until age 57 or 60, even though the Services don’t
want to keep most people anywhere near that long.

Both also proposed a vesting option for people who choose to
leave early. We believe this is a formula for retention and readi-
ness disaster. It would have destroyed the career force had it been
in effect over the past 10 years. Some support vesting on a prin-
ciple of fairness with private sector workers, but it is an odd con-
cept in fairness indeed that would dramatically cut compensation
for those who serve and sacrifice the longest to pay more for those
who leave early.

Defense leaders have sought to quell concern in the field by say-
ing they plan to grandfather the current force. But the REDUX ex-
perience proved that grandfathering doesn’t avoid adverse reten-
tion effects, it only shifts them to the laps of future leaders. And
in contrast to Secretary Weinberger’s dire warnings about REDUX’
threat to future readiness, current defense leaders have repeatedly
expressed support for significant retirement cutbacks for future en-
trants, without a word about long-term retention risks.

In our view that is an abdication of their responsibility to protect
future as well as current readiness. We are extremely grateful that
this subcommittee and the full subcommittee have stood up to
highlight those retention and readiness concerns to the “super com-
mittee” [Joint Select Committee on Deficit Reduction] when few
others seemed so inclined.

That concludes my portion of the coalition statement, sir.

[The joint prepared statement of Mr. Strobridge and Mr. Davis
can be found in the Appendix on page 38.]

Mr. WILSON. Thank you very much, Colonel.

And now we proceed to Lieutenant Davis.

STATEMENT OF JOHN DAVIS, DIRECTOR, LEGISLATIVE
PROGRAMS, FLEET RESERVE ASSOCIATION

Mr. Davis. Thank you for the opportunity to testify on this im-
portant issue.

The All-Volunteer Force has successfully fought a protracted war
due primarily to the dedication and patriotism of our men and
women in uniform, but we should not underestimate the pay and
benefits keeping the force sustained during this time of challenge.

Many wrongly believe that the uniformed services receive 50 per-
cent of pay for 20 years of service, but that is not the reality. The
retired pay calculation is based solely on the basic pay, excluding
housing and subsistence allowances. Personnel with 20 years of
service earn retired pay that replaces 34 to 37 percent of their
gross cash pay and allowances. Any fair share accounting should
acknowledge retirees that have already given under the past budg-
et cuts.

Hundreds of thousands retired under depressed pay tables be-
tween the mid-1980s and the mid-2000s. They have already for-
feited $3,000 to $5,000 a year for the rest of their lives. Regarding



8

the chained CPI [Consumer Price Index], some economists believe
that the Consumer Price Index overstates inflation by failing to
recognize that consumers change their behavior when prices rise
sharply. When that happens, they say, people simply buy cheaper
substitute products, such as chicken instead of beef, when the price
rises.

It is more complicated with other substitutes. Is a compact car
a substitute for a full-size car? Over time, this leads to a major
change in living patterns. The chained CPI would reduce lifetime
retired pay for an E-7 with 20 years of service by $100,000. The
TMC [The Military Coalition] opposes any kind of COLA [cost of
living adjustment] cuts, because that violates the very purpose of
COLAs, to protect the erosion of benefits by inflation.

Another proposal is to use the high five in lieu of the current
high three. This would cut retired pay by 6 percent over 4 years.
We oppose this, because it is just another way to devalue military
service. The 10th QRMC [Quadrennial Review of Military Com-
pensation] report suggests a 401(k)-type retirement payment start-
ing at age 57 to 60. This would reduce retiree pay for an E7 with
20 years of service from $24,000 a year, already a modest amount,
to a ridiculous $3,600 a year. This dramatic change would do grave
harm for retention and recruiting.

A recent FRA [Fleet Reserve Association] survey indicates that
90 percent of respondents believe that if benefits were delayed
until age 60, fewer people would join and they would serve shorter
periods of time. The survey also indicates that more than 80 per-
cent would leave the military sooner if military retirement was
switched to a 401(k) plan, and 84 percent believe fewer people
would join.

Career senior NCOs [noncommissioned officers] are the backbone
of our military, and their leadership and guidance are invaluable
as a result of many years of experience. Civilianizing benefits likely
result in many of them leaving the military early, and these posi-
tions are very difficult to replace.

But the bottom line is the current retirement system is that it
has worked as intended, sustaining a quality career force through
good and bad budget times, through war and peace. It only stopped
working after Congress cut it back in 1986. And that is a lesson
we shouldn’t have to relearn.

Thank you.

[The joint prepared statement of Mr. Davis and Mr. Strobridge
can be found in the Appendix on page 38.]

Mr. WILSON. Thank you very much.

We will proceed now, and each member will have a 5-minute pe-
riod of asking questions. And again, we have a person above re-
proach, Mike Higgins, who is going to be our timekeeper. And so,
you can almost look at his face and tell when the 5 minutes is up.

I would like to begin with Dr. Rooney and Ms. Penrod. It is been
widely reported that with the Defense Business Board reform pro-
posal last summer, that there was a great deal of distress among
career service members. DOD’s reluctance to disavow the proposal
has given rise to concern that there is strong support at DOD for
such reforms.
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With this report, does DOD intend to support the Defense Busi-
ness Board proposal? And then, it has already been identified by
both of you that there are studies underway as to how this pro-
posal will affect retention. When should we expect a report on the
effect on retention?

Dr. ROONEY. Yes, sir. In regards to our posture on the Defense
Business Board, you indicated that early on we did not come out
adamantly against it. But I believe that recent statements by the
Secretary, the Chairman, and even in our opening statements
clearly indicated that we are seeing the Defense Business Board
proposal as just one data point for consideration in review as we
are looking at the overall retirement and compensation system.

Again, the key factor for us is that any change or any system,
frankly, must ensure that we are able to recruit and retain the All-
Volunteer Force and not at all damage the current faith that the
troops have in us. So that report has some very strong limitations.
It is a data point for us and we see it just as that, as a data point.

You also asked where are we in terms of a proposal coming for-
ward. And as Ms. Penrod indicated, we have a group that is cur-
rently looking at a number of alternatives. And we are working
closely with the RAND Corporation to also help us in the analysis
of that, again with the idea that recruiting and retention are key
factors to consider in any kind of proposal.

So at this point we don’t have a specific date. However, with the
President’s proposed commission, if that would stand up in the
springtime should that go forward, we would be prepared at that
p}(l)int in time to be very much informing the conversation with
them.

Mr. WILSON. And Ms. Penrod.

Ms. PENROD. Yes. As Dr. Rooney stated, we are working with
RAND to model any proposals or changes to the current retirement
program. We preliminarily have the final report of the DBB [De-
fense Business Board], and it does have a negative impact on re-
tention. That is what it is showing us at this time. We are not com-
plete with that review, but again, as Dr. Rooney stated, it is a data
point. And we will take that report and it will inform as our review
goes along.

Mr. WILsON. I thank both of you. I was very impressed, Colonel
and Mr. Davis, the facts that you pointed out. People should know
how this affects individuals. And with that in mind, what is your
reaction that the retirement reform is unavoidable because it is fis-
cally unsustainable? What would be your response, each of you?

Mr. STROBRIDGE. The testimony we have heard here today from
the DOD witnesses kind of refutes that, where they said it is nei-
ther spiraling out of control, nor unsustainable. Their projection is
that it is going to be about the same percentage of basic pay into
the future. I think the committee has statistics that has shown
that retirement costs as a percentage of the DOD budget have been
relatively stable over time.

The first time I worked on military retirement was in 1977 and
we showed projections at that time that critics were pointing out
that it was going to be the system would go broke by the year 2000.
Well, we are still here and we just fought a war since the year
2000, so I kind of pooh-pooh those kinds of ideas.
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Mr. WILSON. Thank you.

Mr. Davis.

Mr. DAvis. Well, I would certainly agree with everything Colonel
Strobridge just said. And I would just add that, you know, the price
of military retirement, the price of military benefits, is really part
of the cost of fighting a war that we are currently involved with,
and the price of defending our Nation, and should be put in that
category as well.

Mr. WILSON. And I want to thank all of you as I conclude, be-
cause I can see your appreciation of the career NCOs, the junior
officers. We can, “get new recruits,” but the expertise must be
maintained for the security of our country, of our NCOs and junior
officers.

Proceed to Congresswoman Davis.

Mrs. DAvis OF CALIFORNIA. Thank you, Mr. Chairman. And
again, thank you all for being here.

I wonder if you could address the issue of fairness? As I men-
tioned in my opening statement, that we have certainly hundreds,
thousands of our military personnel who serve out the 20 years,
though they may only deploy once, if at all, in a conflict theater,
versus those who deploy on many occasions. Certainly we know in
the last 10 years that is quite common, and yet do not serve the
full 20 years.

How do you think we should go about looking at that issue? And
do X)ou think it is one of fairness, or is it, you know, just the way
it is?

Doctor, do you want to start, or that is fine.

For all of you.

Mr. STROBRIDGE. To me the key purpose on the retirement sys-
tem is sustaining the career force. National defense comes first. I
am all in favor of fairness. I have built my career on arguing issues
of fairness. But you have to sustain the system through peace and
war, through good budget times, through bad budget times.

And we all have seen periods in the past where we have pulled
out all the stops to retain people, when we have had service condi-
tions so terrible, or an economy that was so strong, that we had
to raise retention bonuses, we had to pay, you know, extra things.
Those are going to happen in the future as well.

And when we acknowledge that the military service conditions
are unique and vastly different from civilian conditions, the fact
that we can only get 17 percent of enlisted people to stay for the
current system to me speaks for itself about the arduousness of the
career and the few people who are willing to endure that for a long
time.

To then turn around and say, “But we need to pay more to peo-
ple who leave,” to me, any time you have a vesting system it by
definition detracts from a career incentive. It can’t do anything
else. And in bad budget times, it leaves the Government bidding
against itself for their services, which only drives up costs.

So to me if you want to talk fairness, the first thing we have to
do is be fair to the people who suffer and sacrifice the longest, and
that is the career person. And the last thing we should be doing
is cutting their package to fund a better package for people who
leave.
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Mrs. DAviS OF CALIFORNIA. All right.

Dr. Rooney, did you want

Dr. ROONEY. Certainly. When we are looking at fairness, and you
brought up a good point, because you were even talking about the
range of people and deployments and all. And that is why in my
opening statement, and you have heard other comments from the
Department of Defense, that we look at compensation as a total
package of which retirement is only one segment of it.

So across that, whether it is basic pay, hazardous duty pay, im-
minent danger pay, all of the different aspects that go into com-
pensation, that is how we get that balance of fairness.

The other thing in terms of the overall system for fairness is
when people come into the military they understand this system.
They come in knowing what the various pieces are, and as a result,
they are feeling because we are viewing it from not only basic pay,
but all the tenets of compensation up to retirement, that we do get
a balance of fairness.

The point you did bring up though, in terms of should we be add-
ing a component to retirement to compensate for those people less
than 20 years, that is one of the reasons that we are saying it is
very prudent to be looking at military retirement as part of the
overall compensation to determine if in fact there is something in
that aspect that we need to look at more closely.

Mrs. Davis OF CALIFORNIA. Thank you. And in the little time
left, if Mr. Davis, did you want to comment?

Mr. DAviIs. Yes, I just want to point out that we did a survey and
that was one of the questions that we asked 350 Active Duty per-
sonnel, do you think it is fair for people that, you know, to get a
pension, you have to serve 20 years? And 81 percent of them
thought it was fair.

So, you know, in the ranks of the military, apparently there is
no feeling that, gee, you know, if I serve 10 years and get out, it
is unfair because someone else serves 20 years and they get a pen-
sion and I get nothing.

And I also would like to just point out too, it is not under the
jurisdiction of this subcommittee, but if someone serves 10 or 12
years, of course, they are not—they are then under the jurisdiction
of the Veterans committee. And they do have benefits, of course,
such as the G.I. Bill and a whole latitude of things that they can
use basically to get benefits from their service.

Mrs. DAVIS OF CALIFORNIA. All right. Thank you.

Yes, Ms. Penrod, did you want to comment?

Ms. PENROD. I think I agree with you, Congresswoman Davis,
that it is the 20-year retirement has sustained an All-Volunteer
Force, but I believe we should look at it. We have a different cohort
coming in every year. How do we know what the future will look
like, what people are looking for in a retirement system?

It may make the military more enticing to come in if an indi-
vidual thinks that they may have something they could take with
them. Also, even though you have the G.I. bill, I think that is an
outstanding benefit, you still have an individual that will be sepa-
rated possibly during drawdown with 12 years of service. And so,
I think we need to look at that, and that is what we are going to
do, is look at the whole program.
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Mrs. Davis OF CALIFORNIA. Thank you. Thank you very much.

Thank you, Mr. Chairman.

Mr. WILSON. Thank you.

And we proceed to Mr. Coffman of Colorado.

Mr. CorrMAN. Thank you, Mr. Chairman.

And I guess my first question is I think some of the testimony
today had referenced that it is a relatively low percentage of pay-
roll that supports the retirement system. But nobody has said what
that is, and I am wondering if somebody could give me a percent-
age number?

Dr. ROONEY. At this point, we have some of the numbers. I would
like to take that for the record, please, sir.

[The information referred to can be found in the Appendix on
page 103.]

Mr. COFFMAN. Very well.

You know, I just think that there are—first of all, I agreed with
the Secretary of Defense, when he testified before the House Armed
Services Committee recently, and he said that whatever reforms we
do, should not affect those who are currently on Active Duty and
went in with the understanding that this is what the system is
when they, in fact, enlisted or were commissioned in the Armed
Forces of the United States.

However, with that said, and myself being a retiree from a kind
of an Active Duty and Reserve combination, that I remember as I
was approaching the 20th year mark—and when you are a Reserv-
ist and if you are injured, not when you are on Active Duty, it is
not considered line of duty, “not misconduct” would be the category.
And you don’t fall into that, you report back for duty.

I was in the Marine Corps Reserve in that weekend. And if you
are determined that you can’t do what they ask you to do, because
you have sustained an injury skiing, then you are automatically
out. And there is nothing there for you. And I gave up skiing in
Colorado as I got closer to that 20-year mark, just to make sure
that nothing happened there, as I got close to that.

I just think that there—we need to take a look at that—mnot so
much the Reservists, but I think the Active Duty Component. And
I disagree with the notion that we ought to go in the direction of
all defined contribution. I just think that we are asking our service
members to give a lot. And I think that there needs to be a compo-
nent of certainty in that.

So perhaps a more bifurcated approach that would be defined
benefit with an element of defined contribution for those who would
enter the Armed Forces after the effective date of the new system,
when it was put in place. So I just think that this system needs
to be reformed, it needs to be revised.

It is something my father was under this system as a retired
Army master sergeant, was in World War II and Korean veteran,
and I think that as Congresswoman Davis has said, things cer-
tainly have changed since then in terms of life expectancies and a
number of other issues. So I just think that everything we ought
to look at.

But I understand the Defense Advisory Board only looked at one
issue, if I understand that, only came across with one suggestion,
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and that was just completely defined contribution. Is that my un-
derstanding?

Dr. ROONEY. Yes, that is the only proposal we have seen, is one
that is a defined contribution.

Mr. CorFMAN. Yes, and I am surprised by that and disappointed
by that. I just think that, I mean, if you look at the system for Fed-
eral civil service, or for Members of Congress, I think for Members
of Congress and their staffs, it is 1.7 percent a year for the first
20 years. It is 1 percent thereafter for the next 10 years.

And there is a Thrift Savings Plan, which is the defined contribu-
tion part, which is there for all Federal employees. And it is a
lower, I think, factor. I can’t remember what 1t is for Federal em-
ployees.

But the difference between Federal employees and the military
or members of Congress, if you will—and I am not a fan of our re-
tirement system. I think it ought to go. But for the military it is
the fact that they don’t have—and we don’t really want them to
have—the sort of career protections that Federal civil service has.

And so, when you compare the two retirement systems, I think
you need to recognize that in the military system. And it has to
complement the fact that they are all at-will employees when mak-
ing determinations about retirement.

So I look forward to working with you, or all of you, in terms of
coming up with a new system. I am certainly not going to say that
the old system ought to be replicated going forward. I don’t believe
that. But coming up with a new system. And I do believe that we
need to look at, in particular, those folks that serve less than 20
years, that I think that they ought to accrue something for that.

And I think there ought to, in the new system, again for those
who are not members of the Armed Forces yet, I think we ought
to look at the notion that should you begin drawing the defined
benefit portion of your retirement, right at the end of the 20-year
mark, or whatever the mark is. So I think that there are a number
of issues that ought to be on the table.

With that, Mr. Chairman, I yield back.

Mr. WILSON. Thank you very much.

We now proceed to Congressman Dr. Joe Heck.

Dr. HEcK. Thank you, Mr. Chairman. I especially want to thank
you for pulling this hearing together so quickly after my request.

I want to thank all the panelists for being here today and pro-
viding your testimony.

You know, I agree that it is certainly reasonable to review the
pay and benefits in the retirement system of our Armed Services,
but where I disagree is when the Defense Business Board’s pro-
posal is released publicly without much information given to our
men and women who are currently serving in harm’s way.

And then I receive the e-mails and phone calls from folks won-
dering what is going on with their potential retirement and hearing
first-hand what the impact was on morale in theater, not that they
are not already worried enough about whether or not they are
going to get their next paycheck back home, so their wife can make
the mortgage. But now they are worried about what is going to
happen when they hit their 20-year mark and what is going to go
on with their potential retirement.
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You know, the question of is the current benefits package or the
current retirement relevant, I think, poses a concern in that how
do you define relevance? You know? And I hope that that is not a
euphemism for the costs associated with the retirement program,
especially when only 17 percent of the folks who spend their life-
time in, you know, enter the service wind up qualifying for a full
retirement.

I know it is hard enough under these fiscal times when we are
trying to figure out how Department of Defense is going to meet
the $450 billion reductions over 10 years that this Administration
has already called for.

But is this review of benefits and pay taking place in a vacuum?
Or, is it being looked at in conjunction with the amounts that we
spend on basing and facilities and the amount that we are spend-
ing on hardware and weapons systems? Or, is each one of these
things being reviewed in a silo?

Because my concern is we can have the best piece of equipment,
the best weapon system, but if we don’t have the person to gain
the site picture or pull the trigger, like the great pilots I have at
Creech Air Force Base, manning the RPAs [remotely piloted air-
c}r;aft] now in theater, that weapon system really doesn’t do any-
thing.

So is this being done in a vacuum, or is it being looked at across-
the-board in the entire DOD budget?

Dr. ROONEY. Sir, I will be happy to comment on that.

No, it is not being looked at in a vacuum. We are looking at, as
you said, the challenge that we have for budget cuts, but as not
Just across-the-board cuts or arbitrary cuts, but very strategically
looking to what does our future force need to look like? And how
then, once we determine that future force, how do we attract and
retain the best people using compensation as the tool to be able to
again support that All-Volunteer Force, keep our current troops,
the faith of them, but also going forward to attract and retain.

So it is part of an overall strategic look at how we are going to
face not only the budget challenges, but our challenges as a De-
partment of Defense going forward.

Dr. HECK. Well, and I appreciate what Colonel Strobridge stated,
having lived through the years of having to give recruitment bo-
nuses or incentive bonuses, and then using stop-loss to keep people
in. And now we are getting to the point where we are cutting the
Active Duty force in both the Army and the Marine Corps.

So how does that play into this decision? I mean, we are already
trying to downsize the force on purpose, and now we are talking
about potentially changing the retirement program, which may
cause an additional exodus?

Dr. ROONEY. Actually, sir, when I was indicating strategic, I do
mean we are taking into consideration that we are doing a force
drawdown. But we are also looking forward and acknowledging
that in addition to keeping the faith with our current forces, we
will be recruiting new forces going forward.

You mentioned some specific capabilities at Creech. So that is
part of the area that we know our forces for the future will rely
on new technologies, and we may have new requirements for re-
cruiting those folks.
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So as we are looking at what does this force look like, what are
the attributes, we just want to make sure that our overall com-
pensation package, of which the retirement is one, is the right com-
bination of package.

And that is why we are saying that there is no decision that has
been made on any component of that. But as the Secretary has said
several times, we must put everything on the table because that is
the prudent way to approach this challenge.

Dr. HECK. And in my limited time just a quick final question.

Has there been set a dollar figure that is supposed to be at-
tained, either in retirement or overall in pay and benefits, in trying
to help balance the DOD budget?

Dr. ROONEY. Not a specific one.

Dr. HECK. Thank you.

Thank you, Mr. Chair. Again, thank you for holding this hearing.

And I yield back.

Mr. WILSON. Thank you, Doctor.

We proceed to Congressman Allen West of Florida.

Mr. WEST. Thank you, Mr. Chairman, and Madam Ranking
Member, as well.

And thanks for the panel for being here.

And I guess I am one of those guys that the ranking member
talked about that did do a career in the military and was young
enough to continue on to have a, I guess, a second career. Which
is kind of a laughable hypocrisy, in that 22 years in the United
States military Active Duty I got a 55 percent retirement. And I
believe in 5 years on this side I could get vested into an even great-
er retirement. So we can talk about that later.

But as I sit here today, I am very concerned, and it takes me
back to the quote by George Washington, where George Wash-
ington talked about how future generations will regard their serv-
ice to this Nation based upon how well we treat our veterans.

And T recall my father, who was a World War II veteran, sitting
down and talking to me about how great it would be to serve a ca-
reer in the military.

So when I look at a career in the military, when I look at people
that are serving in our military, that is a defined contribution. And
on the backside, I think that we should be giving them a defined
benefit for that contribution because of what they do.

Now, my first question is, do we still have the Thrift Savings
program, the Thrift Savings Plan, for those men and women out
there who, you know, may just serve, you know, 5 years. And while
they are in a combat theater they are allowed to go into that Thrift
Savings Plan, so they can put—start putting away some money?

Ms. PENROD. Yes, Congressman West, we continue to have the
Thrift Savings Plan.

Mr. WEsT. Okay. Now, when we talk about comparing military
service to the civilian sector, does the private sector, civilian sector
hav;z something that is equal to the Uniform Code of Military Jus-
tice?

Dr. ROONEY. No, sir, they do not.

Mr. WEST. Okay. In the private sector, other than being a profes-
sional athlete, does your position and your ability to progress
through the ranks depend on your physical abilities? And do we
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mandate that people have to get up at 6:00 in the morning regard-
less of the conditions thereof to participate in physical training and
activity?

Ms. PENROD. Well, Congressman, I cannot comment on private
sector employment. However, I can say that I think we all agree
that the sacrifices are not the same for our military personnel as
they are for our private sector civilians.

Mr. WEST. And I think that is my biggest concern, is that what
we ask the men and women to do, ever since those men answered
the call of arms at Lexington and Concord, is different from some-
one just going to a bank, or different from someone even coming
here to work on Capitol Hill.

So it is a very dangerous road when we start to go down the com-
parative analysis of the private sector or business sector to the
United States military. So I ask that we be very careful about that,
because I think that we are already starting to make some deci-
sions thereof.

How many people in the panel do you remember what happened
after Desert Shield/Desert Storm when we all of a sudden offered
people money to exit the United States military? I do. Have you all
done any research as far as the degradation of leadership, which
is something that General Martin Dempsey talked about when he
came and testified before us up here a couple of weeks ago? Have
we looked at that and what could happen as far as the progression
of leadership?

Dr. ROONEY. Yes. I believe General Dempsey used the term
“hollowing of the force,” and the Secretary has also talked about
that that is something we have learned many lessons from the
past. And we will not do anything to our compensation system so
that we end up with that hollowed force.

Mr. WEST. Okay. Any comments, Colonel?

Mr. Davis. I would just like to say I know what you are saying
about that. And that, you know, from the enlisted side, you have,
you know, senior enlisted people, a sergeant major, whatever——

Mr. WEST. You need first sergeants and sergeant majors.

Mr. DAvis. You need first sergeants, to nothing else to they,
those people, combined with the junior officers, have, you know, a
hard-charging junior officer. But you also have a senior enlisted
person who can, you know, have a wealth of experience with the
military, 20 or 30 years, that they can, you know, explain things
to the junior officer, can call on them for their experience. And that
makes a very powerful combination.

Mr. WEST. And I will testify to that, as a young stupid second
lieutenant when I first came in.

Colonel, you have anything you want to add?

Mr. STROBRIDGE. Yes, sir. I think so many of these things and
these analyses treat people in the context of, “human resources,” as
liof they were widgets in a box instead of thinking, planning human

eings.

And when we model—I have got a lot of, you know, doing a lot
of studies, working with RAND. I spent a lot of time working with
RAND.

The problem with all these is the models don’t include things you
can’t quantify, such as sacrifice, such as time away from home.
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They include all the money people spend, you know, they can meas-
ure behavior. But they don’t talk about—there is nothing in the
model that accommodates the chance that we might go to war to-
morrow, and you might be going to Iraq every other year for the
next 10 years.

There is nothing in there that accommodates for the fact that we
might do the opposite. We might stop a war or we might have a
budget-driven drawdown and you have built your plans on staying
for a career, and all of a sudden we are going to force you out.

And those are the kinds of things that, you know, service leaders
are always seeking additional flexibility to be able to micromanage
the force. And the only thing we know about those kinds of plans
is whatever you plan for 5 or 10 years is going to be wrong, be-
cause the world is going to change your plan for you.

And to us, that is one thing, when you have a very powerful ca-
reer incentive like the 20-year retirement plan, it is very resistant
to day-to-day manipulation. And that is a good thing.

Mr. WEST. Thank you.

And I just hope that our fiscal irresponsibility on this side does
not become borne on the backs of our men and women in uniform
or their families.

And with that being said, I yield back, Mr. Chairman.

Mr. WiLsSON. Thank you very much.

And Congressman Scott of Georgia.

Mr. ScorT. Thank you, Mr. Chairman.

And I am going to focus more on the gentlemen, ladies, with my
questions, if I may.

And I would like to focus, if we could, on the 80 percent—83 per-
cent that get nothing. And, Colonel, you were just talking about the
potential of somebody to go overseas every other year for the next
10 years, five tours, and then you have a drawdown or a force re-
duction. And the bottom line is that person would not qualify even
though they may have wanted to stay for 20 years, they would get
nothing, is that correct?

Mr. STROBRIDGE. Well, no, I don’t think that is correct. When we
have these kinds of drawdowns, for example, Congressman West
was talking about what happened in the 1990s. We had very spe-
cial programs to provide additional incentives to try to entice peo-
ple to separate voluntarily. For people with 15 to 19 years, Con-
gress authorized an early retirement program.

As difficult as those things are, that was probably the best exam-
ple of the kind of thing that can be done.

Now, the challenge is the drawdown that is coming up in this fis-
cal environment, I think it is going to be a lot tougher for Congress
to authorize those kinds of programs. So we are going to be seeing
less incentives. There will be some incentives, but probably less.

Mr. Scort. Of the 17 percent who receive the benefits from the
20 years, what percentage of them are enlisted?

Mr. STROBRIDGE. The——

Mr. ScoTT. Seventeen percent of the men and women qualify.

Mr. STROBRIDGE. Of the people who stay for a career?

Mr. ScotT. Right.

Mr. STROBRIDGE. What percentage are enlisted? Probably about
70 percent, I would think.
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Mr. ScotT. Okay. So 70 percent are enlisted.

I guess my question is, you know, I hear your objection to hav-
ing—you object to having any other plan, is that correct?

Mr. STROBRIDGE. No, I don’t object to having any other plan. I
object on the face of it to saying that because civilians do these
things, that the military should, too.

The military is a very different system. It is built to serve a very
different purpose. And so to me, it has to start with that unique-
ness and not assume that what happens in the private sector is in
any piece is a good thing. It needs to be evaluated on its own mer-
its.

Mr. Scort. Well I certainly agree with you that they are dif-
ferent, but I do think that it is necessary for this committee and
for us as a Congress to do something that helps that 83 percent
who don’t qualify under the 20 years. And you know, there are
many of them that have served many tours overseas. And I under-
stand that we have to have our experience in our officers and
maintaining those things.

But I also I will tell you I do think that we need to remember
those 83 percent of the people who have spent their time and their
family’s time and contributed a great deal to the freedoms that we
enjoy in this country. And I see nothing wrong with them being
free to choose a different retirement plan on their own will.

So we will work on that as time goes on.

I would ask, Mr. Davis, would you give me that math again that
you used, where you said 3,000 was the last number, and maybe
24,000 was the first in your presentation.

Mr. DAvis. That was the 24,600 for an E7 with 20 years as com-
pared to taking the plan proposed by the 10th QRMC, which was
to put them into a 401(k). But they wouldn’t be able to get that
until age 57 to 60. I believe it came out to $3,600 a year, the 401(k)
benefit.

Mr. ScorT. How many years would they have contributed to that
il(l){l? Could you just share that math with the committee? I would
ike to——

Mr. STROBRIDGE. If I could clarify that calculation?

You are referring to a chart that we made. The $3,600 would be
the initial value of the defined benefit retired pay. In other words,
the 24,000 would be reduced by 5 percent for each year the person
left before age 57.

And assuming an enlisted person leaves at age 40, that means
it would be reduced 85 percent. So the defined benefit contribution,
or the defined benefit portion, would be $3,600 a year. There would
be some additional amount that person would receive from their
Thrift Savings Plan that would be in the range of $10 to $13,000
that they could start drawing at age 60.

Mr. ScoTT. But that would be contingent upon how much money
they put into the direct savings plan?

Mr. STROBRIDGE. Correct.

Mr. ScorT. I would like, if I could see that math on that? I would
just like to see the math on that.

Mr. STROBRIDGE. Yes, sir, we have a chart on that in our formal
statement. I can get it to you.

Mr. ScotT. Great, thank you.
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Mr. WILSON. Thank you very much.

We now proceed to Congresswoman Hartzler of Missouri.

Mrs. HARTZLER. Thank you, Mr. Chairman, Ranking Member
Davis. Appreciate all of you being here.

I wanted to start, if I could, with Colonel and ask you to expand
a little bit more on your comment earlier that you don’t think
grandfathering in, if there was a new plan, you don’t support, you
know, having a new plan and just grandfathering in current mem-
bers of the military. And could you expand on your concerns?

Mr. STROBRIDGE. Sure. I think my point was people look at
grandfathering is a panacea that everything will be okay as long
as we grandfather the current force.

I have a letter. The letter that I referred to that Casper Wein-
berger wrote back in 1985 that went to Tip O’Neill expressing con-
cern about the REDUX plan Congress was about to enact. And he
spoke, that letter spoke very eloquently on grandfathering. If you
don’t mind, I would like to read it for a moment.

It says, “While the changes we have been required to submit
technically affect only future entrants, we expect an insidious and
immediate effect of the morale of the current force. No matter how
the reduction is packaged, it communicates the same message, that
is, the perception that there is an erosion in support from the
American people for the service men and women for whom we call
upon to ensure our safety.

“It says in absolute terms that the unique and dangerous and
vital sacrifices they routinely make are not worth the taxpayers’
dollars they receive, which is not overly generous.”

Now, the issue, there was a line in there where he said, basi-
cally, you have two categories of people serving side by side who
each know that they have different benefits. And that was a very
accurate predictor of what happened in the 1990s, where you had
the people who were trying to reenlist people say either they mis-
lead them and tell them what the benefit they have which, when
the people find out that that wasn’t true, they get particularly
upset. Or, you have these people saying, I am sorry, but the benefit
you have is not what your predecessors have.

There is just no way, as those people go through 20 years serving
together, that that doesn’t become a burr under their saddle.

Mrs. HARTZLER. Okay. So you are not for any changes at all? You
want to keep the system the way it is now forever?

Mr. STROBRIDGE. It is probably not realistic to say there will
never be any changes at all. The thing that I think we would have
to—and very frankly, there would probably end up being budget-
driven changes of some type. I think we have to start from the
standpoint that we have tried some of these things before. The one
that we know was a tragic failure was the REDUX system, which
compared to the things that are on the table today was pretty mod-
est.

Mrs. HARTZLER. All right. Could I hear from the Department of
Defense representatives on why you initiated this whole process?
What is—why do you think there needs to be some changes? What
is the rationale?

Dr. RooNEY. It is actually multiple purpose. One is that we are
looking to our future force. And again, we talked about such con-
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cepts as we don’t want to hollow out the force as we are changing.
We know we are facing drawdowns. We also know that our future
force very much can look different in terms of the type of force we
must recruit, the qualifications, the technical aspects. So right
there is we are doing that review that prompted us to say are we
sure we have the correct pay/benefits/compensation package going
forward?

The timing of that review, and not only the speed, but the delib-
erateness of it clearly ties in to our budget concerns going forward.
And the budget we must meet and the reductions we must meet.
So all of that is coming together at the same time. And again, be-
cause we are trying to view all of the budget reductions strategi-
cally, and as though they are interconnected, this does become part
of that discussion, but is not solely driven because it is a budget
exercise.

Mrs. HARTZLER. Okay. I wanted to jump to a concern that I have
heard at home and see if any discussion is taking place with this.
There are about 30 seconds left.

But is there any incentive currently in the system, which I don’t
believe there is, to encourage people to stay 30 years?

Some of the concerns I have heard from some of my retired mili-
tary at home was that right now, we have many people retiring at
20 years and we are losing that knowledge and all that experience.

So, is there anything being looked at to encourage people to stay
longer?

Ms. PENROD. Actually, as we look at our review, we look at the
whole force profile, and agree the 20-year retirement pulls people
with 20 and it is cliff-vested. And the force today of the Services,
they have built their force profile around that behavior.

You continue to earn 2.5 percentage points for every year you
stay in the military up to 100 percent, or over 100 percent. So we
do have changes that happened several years ago as far as retire-
ment. But that will be part of your review. We have a model, as
Steve said, RAND has a very strong model to look at the impacts
on retention, but that just informs the process.

We also have our senior enlisted advisers are part of the working
group. All Services are represented. Coast Guard is represented.
Guard and Reserve are represented. So that is where you have that
human piece of this review and the experience.

Mrs. HARTZLER. Thank you. And I just encourage all of you as
you go through this process to continue to get input from as many
people as possible affected by this, as well as Members of Congress.
This is a very, very important topic to certainly people in my dis-
trict, but to our national security. And so, no change should be
made lightly, obviously.

So thank you for what you are doing. Thank you for the input,
and thank you for your service.

Thank you, Mr. Chairman.

Mr. WILSON. Thank you, Ms. Hartzler.

Mrs. Davis, do you have another question?

Mrs. Davis OF CALIFORNIA. Thank you, Mr. Chairman. I wasn’t
sure if we were going to have another round, but there are a few
questions.
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And one is really to Mr. Strobridge and Mr. Davis. I know how
difficult this is in getting input from all the people who you speak
to. But I am wondering within this discussion whether there are
really some priorities, perhaps, that had been identified? Whether
there were some areas in which you feel that you could find sav-
ings? Can you prioritize any of the benefits for us? What should be
protected? What could be modified, reduced or eliminated?

Acknowledging, of course, that you would rather not see any re-
ductions at all, and that even the targeting here is problematic.
But are there some areas in which you could define for the com-
mittee that might be helpful?

Mr. STROBRIDGE. Well, I think one thing you have to recognize
is we are here representing 34 organizations, and that does require
a wide diversity. We did have some difference of opinions on
healthcare, on the TRICARE fees. In the end, you know, the kinds
of differences we were talking about were $5 a month, you know,
and those were very significant within the coalition.

We had a lot of debates over those, you know, whether we should
just say no changes.

I think there are a reasonable number of groups that would say
no changes, the system works. You know, this is what people were
promised, we ought to stick with it. I think there are people who
would be willing to discuss those things, but I think that it is much
tougher on retirement, very frankly, than healthcare. And even
healthcare, when we were talking about that, we were talking
about relatively small differentials.

The kinds of things in healthcare that are on the table now,
which were very disappointing to us who did buy into a $2 increase
on pharmacy fees, to then have the Administration turn around be-
fore that even gets enacted and say, you know what, no. We are
going to raise that to $40. That is a big problem.

And that raises some serious credibility issues that, you know,
give, you know, support to the idea that give an inch, you take a
mile. So that is a very significant concern.

Retirement, every retirement plan that has been put forth for the
past 4 or 5 years, when you go back to look at the Defense Advisory
Committee for Military Compensation proposal, the QRMC pro-
posal, the Defense Business Board proposal, all of those entailed
radical changes, way worse than the REDUX that failed.

And so, when you see that, I think we all get our arms—our, you
know, hair on fire and say, “I am sorry, you are just starting from
the wrong place.” We are starting from how much money can we
take out of it, when what we should be starting for is what should
people earn for a career of service and sacrifice under conditions
that can range anywhere up to and including deploying every other
year for 10 years, or giving up your life, or coming back with PTSD
[post-traumatic stress disorder] and TBI [traumatic brain injury]
and not only your life, but your family’s life is going to be changed
forever?

Those are the kinds of things, as Congressman West said, that
we believe have to be counted as the contribution. That is what
people really pay in a career of service and sacrifice.
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Mrs. DAvVIS OF CALIFORNIA. Thank you. I certainly appreciate
what you are saying. I think we all do. I appreciate that. If there
are things that you can offer to us, that is always helpful.

Mr. Davis, I don’t know if you wanted to comment further. And
I had one other question.

Mr. DAvis. I just wanted to, you know, second his information.
But also, just to remember when looking at the retirement system,
I think it is important to remember that, you know, our Armed
Services are there to fight wars, and war is a young man’s or wom-
an’s profession. And I look back at some of the stuff I did when I
was in the Marines, carrying artillery shells and all that kind of
activity that you do. I probably couldn’t be able to do it today.

So, you know, when you think about it, you know, it is a young
man’s or woman’s profession and the retirement system should re-
flect that.

Mrs. DAVIS OF CALIFORNIA. Yes, thank you. If I may just for our
Department of Defense witnesses, and you can do this certainly for
the record, because my time is almost up. Could you also help us
understand where you are looking to address other increased costs
and expenditures that we have in our contracted services?

I would like to know what we are doing about that, because the
concern, of course, is that we are looking here at retirement bene-
fits and other benefits to the military, and yet we see that despite
the fact that perhaps you are trying to look at some of those costs,
at the same time we are maybe doing away with some services
from our civilian personnel that we would have to go back and then
contract with the outside.

And I would like to know what else you are doing? How are you
going about addressing those issues so we are talking about costs
across the board? And I know in response to one of the other ques-
tions, you did say this is not the only thing we are looking at, of
course. But I would like to know how you are going about that and
how far along we are in looking at a lot of the contracted services
that also cost us a great deal of money?

Thank you very much.

Dr. ROONEY. Certainly, we will take that for the record, given
our time.

Thank you, Congresswoman.

[The information referred to can be found in the Appendix on
page 103.]

Mr. WiLsSON. Thank you very much.

During our whole debate, I was impressed several times, it was
referenced about military families. And as we are looking into the
issues of retirement, the military families truly are of service and
sacrifice.

And I just hope that every effort is made to work with military
families and get their input, because they really truly sacrifice so
much, but they are counting on a very positive career, a very ful-
filling career for their spouses and for themselves.

A question that I would have is for Colonel Strobridge and Mr.
Davis. Has the Department of Defense consulted with your organi-
zations, Fleet Reserve, MOAA? Or, have they consulted with other
military organizations and associations for their input on this issue
of retirement reform?
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Mr. STROBRIDGE. Not to date, no sir. I think there are probably
people who would prefer that they didn’t.

Mr. WiLsoN. Well, I hope—and Mr. Davis, your view?

Mr. DAvis. Yes, we have not been contacted by them for our
input.

Mr. WIiLsON. Well, I certainly know what a resource you can be.
And so I hope that you would be contacted, and I know how broad-
based both of your organizations are. And I pay dues to ROA [Re-
serve Officers of America] and some others, too. So, American Le-
gion comes to mind, VFW [Veterans of Foreign Wars]. So, retiree
organizations, active. And I would just note that they would give
heartfelt, real-world examples first-hand of the consequence of any
reform effort.

I would like to proceed to Mr. Coffman.

Mr. CoFFMAN. Thank you, Mr. Chairman.

I was in the military, in the Army, on Active Duty during the
first, well, reduction in force that I can remember, which was in
the early 1970s, post-Vietnam.

Now, fortunately, I don’t—there was no separation pay as was in
the early 1990s post-Gulf War and that reduction in force, where
I think they gave a lump sum payment to separating, I think, sen-
ior noncommissioned officers and officers who were forced out in
that process.

And I think that what is stressful for that population in a reduc-
tion in force is that there is no understanding of what the system
is going to be until they receive notice that they are going to be
out. Then there may be a decision that will help them, and there
may not, and that is unfortunate.

And I think that is one reason why I think it is important to
have a reform that reflects some accrued retirement benefit for peo-
ple less than 20 years. And I think that is something that it is im-
portant to look at, watch out for. And certainly I want to reiterate
again that I think that whatever system we put in place should not
impact the people currently on Active Duty.

With that, Mr. Chairman, unless there are any responses from
the panel to what I just said?

Mr. STROBRIDGE. I would just comment, sir, that the separation
pays that you are talking about, at least as far as the law is con-
cerned, those are deemed—we don’t think that is right, but when
you look at the law, it is hard to come to any conclusion that it is
deemed a kind of retired pay payment.

If you take that and then come back in the service and qualify
for retirement, they are going to deduct that separation pay from
your retired pay.

So we don’t like that, but that is the way it is. In other words,
under current law, that is the retired pay outlay, the separation
pay.

Mr. COFFMAN. Just one final point, and that is, on Active Duty
in the Army and the Marine Corps, I served in combat arms, ex-
cept for my last tour in Iraq was civil affairs. But, Gulf War, I was
a light-armed infantry military officer, and then I was mechanized
infantry in the United States Army.

And I got to tell you that that pretty much wore me out. And I
think, to the casual observer, they will verify that, that there is
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such a wide disparity in occupations in the military. And I got to
tell you, there are a lot of them that people show up to work in
the morning and leave in the afternoon, and it is not a whole lot
different than, quite frankly, than a civilian job.

And there are those jobs that are just tough. And I believe that,
if we can’t recognize that in retirement, we ought to recognize it
in plussing up hazardous duty pay, plussing up sea duty pay and
all those other things that recognize people that don’t punch out on
Saturday, on Friday afternoon and go home, and just, you know,
go day after day after day.

And I have done that in theater, in war, twice. And it is tough
stuff. And so I think we need to recognize that. Certainly, I appre-
ciate everybody who serves in the United States military, but I also
appreciate that there are differences.

And with that, Mr. Chairman, I yield back.

Mr. WILSON. Thank you very much.

And, Congressman Heck?

Dr. HECK. No further questions.

Mr. WILSON. No further questions?

And, Colonel West?

Mr. WEST. No further questions.

Mr. WILSON. My goodness, Colonel. And Congressman Scott of
Georgia?

Mr. ScotT. No further questions.

Mr. WILSON. Mrs. Davis, any further?

There being no further, thank all of you for being here. You could
tell the high interest and appreciation for your service. And again,
military families—what we are talking about are consequences far
beyond today, and we are looking for a very strong and positive fu-
ture.

The meeting is adjourned.

[Whereupon, at 2:24 p.m., the subcommittee was adjourned.]
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Statement of Hon. Joe Wilson
Chairman, House Subcommittee on Military Personnel
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Military Retirement Reform

October 25, 2011

Today the Military Personnel Subcommittee will address the sub-
ject of military retirement, an issue of immense importance to serv-
ice members and, in turn, to combat readiness.

I want to thank Dr. Joe Heck for recommending that the Sub-
committee conduct this hearing. Dr. Heck very astutely recognized
that military retirement would be a pivotal issue in the coming
months and that it was essential that Subcommittee address the
issue expeditiously. Thank you, Dr. Heck, for your insight and call
to action.

The Defense Business Board, one element of the Department of
Defense, was quick to present a major retirement reform proposal
that set the tone of the retirement reform debate. The Board’s pro-
posal would move the retirement system aggressively toward a pri-
vate sector defined contribution system based on the personal in-
vestments of service members. The proposal received immediate
criticism from service members and military associations. The pro-
posal is certainly a radical solution that would result in a signifi-
cant reduction to retired benefits for all service members. As could
be anticipated, the unveiling of the Defense Business Board pro-
posal injected considerable uncertainty into the force, to include
troops fighting the wars in Iraq and Afghanistan. The proposal cre-
ated an immediate morale firestorm as service members feared
that senior leaders within the Department of Defense and the mili-
tary departments were seriously considering its implementation.

We invited the Defense Business Board to testify today to face
the arguments of their critics and explain the merits of their pro-
posal, but they declined the invitation. I am concerned that the De-
fense Business Board knowingly elected to pursue a very controver-
sial proposal with immediate negative consequences for morale and
combat readiness and yet they were unwilling to come before the
Subcommittee and defend their action. In my view, their failure to
appear speaks volumes about their own lack of conviction that
their proposal is deserving of serious consideration.

Secretary of Defense Leon Panetta has been clear that retire-
ment reform must be on the table for consideration as the Depart-
ment of Defense contemplates the wide array of programs that will
be considered for cuts to meet the budget reduction goals. I was
pleased that the Secretary understood the morale problem that had
been created by the Defense Business Board and announced his

(29)
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clean support for grandfathering the benefits to be provided to cur-
rently serving members who have borne the burden of war over the
last 10 years. We simply cannot betray the trust of the service
members who have performed with such courage and expertise in
Afghanistan and Iragq.

I was disappointed that Secretary Panetta did not disavow the
Defense Business Board proposal. That statement would have re-
moved a major irritant to the force. I was, however, very pleased
at General Dempsey’s statement before the House Armed Services
Committee that recognized the unique requirements of military
service and that strongly asserted that the military requires a re-
tirement system totally different from any civilian retirement pro-
gram.

Today, we hope to learn more about the current positions of the
Department of Defense and military advocacy groups concerning
the need to reform military retirement.
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Statement of Hon. Susan A. Davis

Ranking Member, House Subcommittee on Military
Personnel

Hearing on
Military Retirement Reform

October 25, 2011

Given the current state of our Nation’s economy, discussions on
the condition and future of military retirement are once again
being raised. Such discussions are not new, during previous eco-
nomic down turns, focus has turned to the sustainability and af-
fordability of our military retirement program. However, for the
most part, the current military retirement program was established
over 60 years ago, so it is valid to ask ourselves is this program
as it currently exists still meeting the requirements it was set up
to achieve, which is the focus of today’s hearing.

Only 17 percent of the force actually completes a full 20 years
of service in order to qualify for a non-disability retirement. Many
have expressed concerns that the current program does not recog-
nize the sacrifices of those who served during 10 years of conflict
and may not stay the full 20 years to earn a retirement. Is it fair
that that person who may have been deployed once, and stays to
retirement, is eligible for a lifetime benefit, while an individual
who may have multiple deployments in a combat theater, but does
not stay 20 years, walks away with nothing more than the admira-
tion of a grateful nation?

When the 20-year retirement program was established the life
expectancy in 1949 for a white male was 66.2 years, for a black
male it was 58.9 years. Compared to the latest data available, the
life expectancy in 2009 for a white male is 76.2 years, and for a
black male it is 70.9 years. There is no doubt that Americans are
living longer and more fuller lives, which means that an average
individual who receives military retirement for 20 years of service
will receive retirement for nearly twice as long in her or his adult
life. In addition, many of those who retire at 20 years of service
have gone on with an ability to seek another full career in a dif-
ferent field.

Changes to the personnel compensation programs, including the
retirement system, often strike fear in the force, so it is important
that we do not unnecessarily undermine the faith of those who are
currently serving. But, we do have a responsibility to ensure that
the compensation package that is provided to service members is
meeting the needs of our Nation’s national security, and that in-
cludes looking at the military retirement package.
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Chairman Wilson, Congressman Davis and distinguished members of the subcommittee,
thank you for the opportunity to come before you on behalf of the men and women who so ably
serve in the uniforms of our nation’s armed forces.

I am here today to speak to you about the state of the military retirement system for our
uniformed services. Since the military transitioned to an All Volunteer Force, military
compensation has been under continuous scrutiny. The primary goals of the military
compensation system are to attract, retain, distribute, and eventually separate members so the
U.S. can field a force to deter potential enemies, and when called upon, succeed on the
battlefield. Even though some consider military benefits significant, we must remain cognizant
that they support the brave men and women who volunteer to defend this great nation.

These men and women are a very small portion of our population, and they bear
significant burdens on bebalf of our nation. They endure substantial physical risks and many
have deployed multiple times. They uproot their families frequently in support of our national
defense. Our nation places great demands on them and has great expectations of them. Our
recognition and remuneration of them should be equally significant and should acknowledge
their continued sacrifices. Some believe the military retirement system is rich and generous
when compared to the private sector. While compensation should be in line with the private
sector, it should not be the same. The sacrifices these men and women bear are very different and
these differences should be reflected in their compensation.

Today’s military retirement system was created in an earlier era, long before the advent
of the All Volunteer Force. The retirement system for active duty members is a defined benefit
plan that is based upon years of service (YOS) and the basic pay earned near the end of the

member’s career. To qualify for regular retirement, the member must complete at least 20 years

3%
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of active duty or equivalent service. This is referred to as cliff vesting at 20 years. The monthly
retired pay begins immediately after retirement and is a lifetime entitlement. The reserve
components and National Guard have a related but somewhat different retirement system.

In general, the military retirement system accomplishes the purpose for which it was
designed. The 20-year cliff vesting schedule provides a strong incentive to attain 20 years of
service, especially for those who have served at least 10 years. After completing 20 years of
service the incentive is to leave active duty shortly thereatter.

The current military retirement system has a namber of advantages. It is generally well
understood, predictable, and robust. It also influences retention behaviors across the force in a
manner that varies little from year to year, allowing force managers to forecast accurately and
ensure each Service retains sufficient manpower by strength, skill, and specialty.

A number of criticisms, however, have also been leveled at the current military
retirement system. Some have argued that the current system defers too much of military
compensation until later years and that more of this deferred compensation should be placed in
current cash compensation. Others complain that because vesting in the current system does not
oceur until 2 member has served 20 years, only a fraction of the force receives any retirement
benefit; in fact, most leave with no retirement benefits. Despite these criticisms, the current
military retirement system has served the Department well. Over time, however, while the
military retirement system has remained essentially the same, the world and private-sector
compensation practices have changed.

At the time the Department transitioned from the draft to the All Volunteer Force, private

sector employees often remained with one employer for an entire career. Defined benetit
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retirement plans with cliff vesting schedules were common and retirement benefits were not as
portable as they are today.

Over time, the demographics of the workforce have changed. Unlike their predecessors,
the generation entering the workforce today expects to work for many employers over the course
of a career. Life expectancies have increased, and second or multiple careers have become the
norm. Private sector retirement plans have changed to more closely align with the changing
workforce. Today, portable, defined contribution plans, such as 401(k) plans, are the norm, and
defined benefit retirement plans with cliff vesting have become much less common.

Companies in the private sector have adjusted and reacted to these changes, with many
routinely hiring employees in the mid and senior levels from outside the company workforce.
While the Department has some flexibility in this area, the services must grow most of their
military workforce internally. It generally takes 15 to 20 years to develop the next generation of
infantry battalion commanders and submarine captains. As a result, the Department must ensure
military compensation, promotions, and personnel policies all foster greater retention and longer
careers necessary to create these experienced leaders. This need for greater longevity and
continuity suggests there are valid reasons why mirroring a private sector compensation package
may not necessarily be the proper approach for the military.

The Department recognizes the generous funding and support the Congress has provided
to sustain our military, especially over the past decade in which the country has been at war.
However, the Department also recognizes the importance and urgency of addressing the
prolonged economic downturn and the country’s current fiscal situation. As such, the

Department expects to do its part.
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Over the past year, the Department has begun reviewing the military retirement system in
order to identify possible changes or alternative systems. The officer, enlisted, and civilian
leadership of all Services, from the active duty, reserve, and National Guard components as well
as the United States Coast Guard are participating. The review is designed to be deliberate,
caretul, and pragmatic. The Defense Business Board proposal is one of several proposals that
are being reviewed and modeled to determine the impact on recruiting and retention. The
Department is working to strike the right balance, weighing the impact of a new system on
recruiting and retention, considering the welfare of the individual service member and family
and, acknowledging our responsibilities to the American taxpayer.

As history has shown, changing the military retirement system is difficult, and the
impacts of the changes are often only felt many years after the change. As this Congress knows,
the changes to the military reticement system in the mid-1980s to the REDUX military retirement
system, required rethinking after problems with retention surfaced 10-15 years after
implementation, The Department is determined to avoid the same delayed impacts felt following
the changes to the REDUX system, if changes are made to the current retirement system.

Betore proposing changes to the military retirement system or any part of the military pay
and benefits structure, however, the Department is committed to conducting significant
evaluation and in-depth analysis of any proposal. The Department must ensure its ability to
continue recruiting and retaining the highest quality All Volunteer Force. The Department needs
to ensure any proposed changes do not break faith with current members and must also
understand, to the fullest extent possible, the impact of any changes on the future of our All

Volunteer Force.
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At this time, the Department does not have any specific proposals or recommendations
ready to offer. Within the last month, the President recommended forming a Commission to
review the military retirement system. , The Department expects to provide significant input to
the Commission, and also expects that any proposals offered will similarly be presented to the
Congress and to this subcommittee for discussion and evaluation. I look forward to continuing
to work with each of you as the Department moves forward on this issue. 1 thank you again for
the opportunity to testify and for your continued support of our military members and their

families. Ilook forward to your questions.
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MISTER CHAIRMAN AND DISTINGUISHED MEMBERS OF THE SUBCOMMITTEE. On
behalf of The Military Coalition, a consortium of nationally prominent uniformed services and
veterans® organizations, we are grateful to the Subcommittee for this opportunity to express our
views concerning the uniformed services retirement system. This testimony provides the
collective views of the following military and veterans’ organizations, which represent
approximately 5.5 million current and former members of the seven uniformed services, plus
their families and survivors.

»  Air Force Association

»  Air Force Sergeants Association

« Air Force Women Officers Associated

»+  AMVETS (American Veterans)

+  Army Aviation Association of America

«  Association of Military Surgeons of the United States

»  Association of the United States Army

«  Association of the United States Navy

«  Chief Warrant Officer and Warrant Officer Association, U.S. Coast Guard
«  Commissioned Officers Association of the U.S. Public Health Service, Inc.
« Enlisted Association of the National Guard of the United States
+ Fleet Reserve Association

«  Gold Star Wives of America, Inc.

»  Jewish War Veterans of the United States of America

» Iraq and Afghanistan Veterans of America

+  Marine Corps League

»  Marine Corps Reserve Association

+ Military Chaplains Association of the United States of America
»  Military Officers Association of America

» Military Order of the Purple Heart

» National Association for Uniformed Services

= National Guard Association of the United States

+ National Military Family Association

+ Naval Enlisted Reserve Association

»  Non Commissioned Officers Association

» Reserve Enlisted Association

»  Reserve Officers Association

* The Retired Enlisted Association

»  Society of Medical Consultants to the Armed Forces

«  United States Army Warrant Officers Association

»  United States Coast Guard Chief Petty Ofticers Association

+  Veterans of Foreign Wars of the United States

«  Vietnam Veterans of America

+  Wounded Warrior Project

The Military Coalition, Inc., does not receive any grants or contracts from the federal
government.
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Overview

Mr. Chairman and distinguished members of the Subcommittee, The Military Coalition (TMC)
thanks you for your continued, unwavering support for the fair treatment of active duty, Guard,
Reserve and retired members of the uniformed services, and their families and survivors.

Over the past 11 years and more, this Subcommittee has been the primary champion of ensuring
that the sacrifices of the career force are adequately recognized in their compensation package.

When the pay and benefit cutbacks of the 1980s and 1990s undermined retention and readiness,
it was this subcommittee that worked to restore pay comparability, repeal unwise retirement
“reform’™ cutbacks, restore military health coverage for older beneficiaries and correct
longstanding compensation penalties imposed on disabled retirees and survivors.

You and the Subcommittee staff, along with your Senate counterparts, are Congress’ institutional
memory and its repository of expertise on the close relationship between compensation, retention
and readiness and what can go wrong when that relationship gets out of balance.

You have shepherded the all-volunteer force successtully through previous times of fiscal
austerity and through times of protracted war.

Now, when that force has been through a decade of arduous wartime sacrifice never envisioned
by its architects and when the Nation again faces a period of extraordinary fiscal challenges, the
Coalition looks to you again to exert a leadership role in ensuring the lessons of the past are not
forgotten and the that Nation will continue to fulfill its reciprocal obligation to those who serve a
career in uniform protecting its vital interests.

The Coalition is particularly concerned that many in the Administration and some in
Congress appear unaware of the history of adverse outcomes associated with past
compensation cutbacks, and views these vital programs simply as sources of savings, without
adequate regard to the impact of such changes on long-term readiness.

The Coalition believes strongly that significant changes in the crucial career incentives that
form the core pillars of the all-volunteer force must be approached with considerable care and
skepticism, considering repeated experience with past, ill-advised adjustments that ended up
costing the country at least as much to fix as they had been projected to save.

The Military Retirement System

There are three separate retirement programs for the uniformed services — final basic pay, high-
36-month average basic pay, and REDUX.

Most current retirees retired under the final basic pay system, which provides 2.5% of final basic
pay per year of service (e.g., 50% of basic pay after 20 years), with annual cost-of-living
adjustments (COLAs) tied to the rise in the Consumer Price Index during the previous year {the
same COLA system used for Social Security).
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Members who entered service after Sept 8, 1980 have their retired pay based on 2.5% of their
highest 36 months’ average basic pay per year of service, also with annual CPI-based COLAs.
The vast majority of currently serving personnel serve under this system. This system yields
about 8% less lifetime retired pay value than the final basic pay system.

The REDUX system was enacted in 1986 and was applied to service entrants on or after Aug 1,
1986. It provides 2.5% times high-36-month basic pay per year of service, except that 1% is
subtracted for each year of service less than 30 (e.g., 40% of high-36-months basic pay after 20
years of service). Further, REDUX retiree COLAs are adjusted annually at a rate 1% less than
the CPI (CPI-1). Under the REDUX law, retired pay is recomputed on a one-time basis when
the retired member attains age 62. At that point, retired pay is recomputed to the amount that
would have been payable under the high-36-month average system. After age 62, CPI-1%
COLAs continue for life. The REDUX system further reduced litetime retired pay value by up
to 27%.

Congress repealed REDUX as the default system for post-1986 entrants in 2000 after the Joint
Chiefs of Staff complained that it was undermining career retention and readiness. At the time,
the REDUX system was the most frequently mentioned specific reason for leaving service
among separating personnel.

Under current law, the high-36-month retired pay system is the default option, but
servicemembers have the option at the 15-year point of electing the REDUX option in return for
a one-time $30,000 taxable career retention bonus. Only a minority of servicemembers choose
this option, and the Coalition believes strongly that accepting this option is a very unwise
decision.

Replacement Value of Retired Pay

Many wrongly believe that uniformed servicemembers receive “50% of pay after 20 years of
service,” but that is not the reality. The retired pay calculation is based solely on basic pay.
Unlike civilians whose retirement is based on their full salary (often including locality
differentials), the servicemember’s housing and subsistence allowances are excluded from the
retired pay calculation.

Thus, a servicemember with 20 years of service earns a retired pay amount that replaces
approximately 34%-37% of his or her gross active-duty cash pay and allowances.

Purpose of the Uniformed Services Retirement System

The entire military compensation system, to include the retirement benefit, is based on certain
underlying principles as outlined in the Departiment of Defense’s (DoD) Military Compensation
Background Papers and “should be designed to foster and maintain the concept of the profession
of arms as a dignified, respected. sought after, and honorable career.”

The whole purpose of the unique military retivement and healthcare package is to offset the
extraordinary demands and sacrifices inherent in a service career. They were built to provide

(o8]
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a powerful incentive for top-quality people to serve 20-30 years in uniform, despite the burden
of sacrifices eloquently articulated by the Secretary of the Air Force during his January 18,
1978 testimony before the President’s Commission on Military Compensation:

“The military services are unique callings. The demands we place on our military
men and women are unlike those of any other country. Our worldwide interests and
commitments place heavy burdens and responsibilities on their shoulders. They must
be prepared to live anywhere, fight anywhere, and maintain high morale and combat
efficiency under frequently adverse and uncomfortable conditions. They are asked to
undergo frequent exposure to risk, long hours, periodic relocation and family
separation. The accept abridgement of freedom of speech, political and
organizational activity, and control over living and working conditions. They are all
part of the very personal price our military people pay.

“Yet all of this must be done in the light of — and in comparison to — a civilian sector
that is considerably different. We ask military people to be highly disciplined when
society places a heavy premium on individual freedom, to maintain a steady and acute
sense of purpose when some in society question the value of our institutions and
debate our national goals. In short, we ask them to surrender elements of their
freedom in order to serve and defend a society that has the highest degree of liberty
and independence in the world. And, I might add, a society with the highest standard
of living and an unmatched quality of life.

“Implicit in this concept of military service must be long-term security and a system
of institutional supports for the serviceman and his family which are beyond the level
of compensation commonly offered in the private, industrial sector.”

There is no better illustration of that reality than the experience of the past decade, during which
1% of Americans has been made to bear the entire burden of wartime sacrifice for the other 99%.
Absent the career drawing power of the current 20-year retirement system and its promised
benefits, the Coalition asserts that sustaining anything approaching needed retention rates
over such an extended period of constant combat deployments would have been impossible.

The crucial element to sustaining a high-quality, career military force is establishing a strong

bond of reciprocal commitment between the servicemember and the government. If that

reciprocity is not fulfilled, retention and readiness will inevitably suffer.

The Coalition believes the government has a unique employer’s responsibility to the small

segment of Americans it actively induces to serve for 20 to 30 years under all the conditions

described above that goes far beyond any civilian employer’s obligation to its employees.
Criticisms of the Retirement System

The uniformed services retirement system has had its critics since the 1970s and even earlier.

Budget pressures of the time led to implementation of the high-36-month average system and
subsequently the REDUX system.
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Both before and since, innumerable studies and task forces have recommended dramatic
changes, usually either to save money, to make the system more like those offered under civilian
programs, or both.

Most recently, groups such as the National Commission on Fiscal Responsibility and Reform,
the Debt Reduction Task Force, the Sustainable Defense Task Force, and the Defense Business
Board’s “Modernizing the Military Retirement” Task Group have all recommended revamping
it.

Outgoing Secretary of Defense Robert Gates was recently quoted as calling the military
retirement system a "rigid, one-size-fits-all approach™ and “unfair” because over 70 percent of
those that enter military service don’t make it to 20 years of service.

Alice Rivlin, former Director of the Office of Management and Budget (OMB) and founding
director of the Congressional Budget Office (CBO), was appointed by the President to his
National Commission on Fiscal Responsibility and Reform and also was a co-chair of The Debt
Reduction Task Force.

Both groups” findings were critical of the existing retirerment system calling it “inequitable™ or
“out of line with pensions in the private sector.”

But what appears to be “new” is merely a repackaging of past criticisms.

For example, in January 1978, only a few years following the advent of the all-volunteer force,
then CBO Director Alice Riviin released a report named, “The Military Retirement System:
Options for Change " intended as a basis for future debate with Congress and the Administration
at the time. That report outlined the criticisms of the military retirement system at the time:
again, “unfair” and “inflexible”.

Other than the ill-fated REDUX effort, Congress has wisely ignored and dismissed these ivory-
tower recommendations for very good reasons, which the Coalition wishes to examine more
closely.

“Inflexibility”: One frequent criticism of the existing retirement system is that it is inflexible
and limits the ability of Service personne! managers to more precisely and effectively manage
the force.

The Coalition strongly disagrees.

The Services already have substantial authority to adjust high-year-of-tenure limits to enforce the
unique military “up-or-out” promotion system.

Other authorities exist, and services are currently exercising them, to incentivize voluntary
separations and voluntary or mandatory early retirements.
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Service managers routinely tighten retention and reenlistment incentives and restrictions when
budget or other considerations create a need for additional separations and retirements.

When necessary, Congress has provided additional special drawdown authorities.

But the practical reality is that precisely planned force management initiatives are regularly
tossed aside in the wake of world events that force dramatic reversals of those planned actions.

No force planner suspected on Sept. 10, 2001 that the Nation would be facing a decade of
protracted war. And for the first several years of that conflict, Defense and service leaders
actively resisted initiatives to grow the force to meet requirements for what they simultaneously
acknowledged would be a “long war.”

The unfortunate reality is that the one thing history tells us about the Services” best-laid plans for
the future force is that they will likely be proven inappropriate for the world future force leaders
will actually have to deal with.

Plans that envision delaying retirement eligibility until age 57 or 60 belie the reality that the
services don’t want the vast majority of servicemembers to stay in uniform that long.

Some physically demanding career tields require young physically fit members. Thercis a
reason that all services impose high-year-of-tenure limits for those whose future promotion
appears unlikely.

And in keeping with the uncertainty of future plans mentioned above, the history of the force
over the last several decades is that budget pressures regularly force mass early separations and
retirements.

Service desires for unlimited flexibility to trim the force may be appropriate for management
of hardware and other non-sentient resources. But the services are dependent upon attracting
and retaining smart people who are capable of looking downstream and understanding all too
well when their leaders put no limits on the sacrifices that may be demanded of them, but also
wish to reserve the right to kick them out at will....even while building a system that assumes
they will be willing to serve under these conditions until age 60.

Servicemembers from whom we demand so much deserve some stability of career expectations
in return.

“Unfairness”: Another frequent criticism is that the current retirement system is “unfait” to
those who choose to leave before attaining 20 years of service. They contrast this to the vesting
requirement imposed on civilian retirement plans.

The Coalition sees both practical and philosophical flaws in this assertion.
First, as a practical matter, adding a vesting benefit would cost a significant amount of money,

and neither the Administration nor Congress has indicated an eagerness to invest more money in
the military retirement system.
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Second, we have acknowledged that there is a significant difference between service and
civilian careers. The military has no lateral entry options available to civilian employers. 1t1s
a promote-from-within system that requires much stronger inducements to complete a career in
uniform.

Adding an early vesting option, by definition, can only detract from the pull to serve a full
career. In times of poor retention, it would leave the government in the position of bidding
against itself for their services.

Finally, virtually all vesting proposals would be paid for by subtracting a far greater sum from
the retired pay value of those who serve a full career.

It’s an odd concept of “fairness” that would significantly cut compensation value for those
who serve longest under arduous military service conditions in order to provide extra
compensation for those who choose to leave before completing career service.

The Coalition believes strongly that the retention power of the 20-year retirement system is the
only reason the services were able to sustain retention and readiness in the fuce of the
incredible wartime sacrifices imposed on servicemembers and families over the last decade.

Had the retirement reforms recently in the news been in effect during that period, the Coalition
believes they would have destroyed carcer retention. If a 10-year servicemember is faced with a
fourth deployment, with a choice between separating with a vested retirement or continuing to
serve decades under these conditions, with retired pay delayed until age 60 — knowing that he or
she almost certainly wouldn’t be allowed to serve that long - what choice do you think most
people would make?

The “fairness” issue for voluntary separatees is a red herring, becanse our first national
priority must be fairness to those who complete an arduouns, multi-decade career.

Recent Retirement Reform Proposals

Last month, the White House announced plan to establish a special commission to review the

military retirement system, using a BRAC-like process under which:

. The Pentagon would develop a retirement reform proposal

. The DoD proposal would be referred to a special commission tasked with crafting a final
proposal and subsequently forwarded to the White House

. [Ifapproved (without change) by the White House, the commission proposal would have to
get an up-or-down vote by Congress, without any amendment options

The Coalition believes a BRAC-like “reform” process is particularly inappropriate for a
pragram so crucial to sustaining long-term retention and readiness. A BRAC-like process
limits debate, restricts the capacity for needed analysis and review, denies due-diligence
review, and leaves this crucial program subject to the whims of a small group tasked to meet a
deadline in a short time period.
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The language in the Administration plan makes it clear that the intent of the initiative is to
generate large savings by making the military retirement system more like civilian plans.

Such intent is inappropriate and shockingly insensitive to the radical difference between military
and civilian working conditions. The last 10 years of war only emphasize that, if anything,
military service conditions are even worse than they were when the current retirement system
was enacted.

We believe that “civiliunizing” the military benefit package would dramatically undermine the
£=1 &

primary military career retention incentive and would be disastrous for retention and

readiness, as they increase incentives to leave and reduce incentives for career service.

It Is irresponsible to focus on budget and “civilian equity” concerns while ignoring the
primary purpose of the retirement system — to ensure a strong and top-quality career force.

The White House plan comes on the heels of various studies, commissions, and task forces that
have sought savings through various plans to reform the military retirement system.

For the most part, such proposals have envisioned requiring longer careers to earn an immediate
annuity; changing the retired pay formula to yield lower initial pay; converting to a 401(k)-style
system to shift more of the responsibility for retirement income to individual savings; reducing,

delaying or means-testing annual cost-of-living adjustments; and imposing greater cost-sharing

in military retirement health care.

Several specific proposals merit individual discussion.

Chained-CPI Cost-of-Living Adjustment (COLA): One of the most frequently mentioned
options by most deficit-cutting panels is a “technical correction” to the Consumer Price Index
(CPI) called the “chained CPL”

Again, this isn’t a new idea. It's been pushed for years by some economists who believe the CPI
overstates inflation by failing to adequately recognize that consumers change their behavior
when prices of some products and services rise sharply.

When that happens, economists say, people simply buy cheaper substitute products — chicken
instead of beef when beef prices rise.

The case gets stickier with other substitutions. Is hamburger a reasonable substitute for steak? Is
a compact car a reasonable substitute for a full-size one?

This is not just price substitution — it’s a quality-of-life substitution. Over time, this mentality
leads to substantial changes in living patterns.

The Coalition believes that you need to look beyond the substitution philosophy to the bottom
line. The chained CPI would reduce retired pay and other COLAs by about one-quarter of a
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percentage point cach year. That doesn’t sound like much, until you see how that would
compound over a retiree’s lifetime (reflected in the following chart).

@ Retired Pay & Retired Pay {Chained CP1)
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Military retirees and the disabled particularly would be affected because they start drawing
inflation-adjusted pay at relatively younger ages. For a military retivee, switching to a chained
CPI COLA would reduce total lifetime retired pay by about 6 percent. That’s about $100,000 for
an E-7 retiring today with 20 vears of service. A newly retiring O-3 with 20 years of service
would lose double that amount.

And that’s for someone living an average lifespan (carly 80s). Half will live longer, and expected
longevity is rising every year.

Three other factors are relovant here, as well,

First, the Bureaun of Labor Stafistics already made a change fo allow some relatively modest
substitutions several years ago.

Second, when COLA changes (delays) previously were proposed in the 1990s, the eutery from
seniors successfully won an exemption for Secial Security, leaving COLA penalfies to fall
dispropertionally on military refivees.

Third, smalier COLAs aren’t the only penalty of the chained CPI, because I also would be
used for tax threshold adjustments. Smaller annual tax-bracket adjustments would lead to

more people shifting into higher tax brackers every year.

For all of these reasons, the Coalition does not support the use of a chained CPIL
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COLA Caps/Delays: During the budget-cutting years of the mid-1990s, several initiatives from
various sources proposed artificially depressing annual military retired pay COLAs by .5% or
1% below the CPL, by means-testing COLAS to prevent their application to individuals above
certain income levels, or to delay eligibility for COLAs until age 60 or longer.

The Coalition has ardently resisted COLA caps and delays as inappropriate for the uniformed
services community.

First, they would defeat the purpose of inflation-adjusted COLASs, as stated in the words of
historic House Armed Services Committee reports accompanying title 37, U.S.C.:

“(The COLA) reflects the progressive effort made by both the Executive Branch
and the Congress to develop an automatic mechanism which would in the last
analysis guarantee every military retired member that the purchasing power of the
retired pay to which he was entitled at the time of retirement would not, at any
time in the future. be eroded by subsequent increases in consumer prices.”

Arbitrarily capping COLAs at some percentage below the inflation measure used by the rest of
the government would consciously condemn service retivees (many of whom are forced into
early retirement by disability, service tenure limits and force cuts) to decades of continually
eroding purchasing power. Compounded over time, they would dramatically cut retired pay
value, and the effect would be greater the longer the retiree lived.

Similarly, means-testing retived pay COLAs would penalize most those who served longest and
competed best in the services” up-or-out environment. Implementing such a plan would create
a perverse retention incentive.

Delaying COLAs until a later age would similarly undermine retention incentives and
inordinately penalize those affected by disability and budget-driven force drawdowns. In the
case of the latter group, it would impose an unfair and inappropriate double penalty.

Delaying COLAs until later in life would improperly penalize servicemembers for
noncompliance with longevity requirements that arve denied to the vast majority by law and
service policies.

“High-5”: Another proposal suggested by some is to implement a “High-5" system under
which retired pay would be based on the average of the highest 60 months (five years) of basic

a

pay vs. the current “High-3" system that uses the highest 36 months’ average basic pay.

The net effect of this change would be to reduce retired pay by nearly 6% relative to the High-3
system, and more than that for members promoted within four years of leaving service.

The Coalition believes imposing a High-5 penalty would be inappropriate for the military
because it would further discount and devalue the servicemember’s performance in his or her
final grade.
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Under today’s High-3 system, an £
$23.,900 — hardly a king’s ransom.

retiring at 20 years of service receives retired pay of only

A High-5 system would further reduce that to only $22,600.

10" QRMC Recommendation: Many recent proposals to “reform” military retirement have
originated from the recommendations of the 2008 10th Quadrennial Review of Military
Compensation’s {QRMC). The QRMU proposed to:

Convert the military to a civilian-style retirement system under which full retired pay
wouldn’t be paid until age 57-60

o Vestretirement benefits after 10 years of service

Authorize the Services to pay flexible “gate pays™ and separation pay at certain points of
service to encourage continued service or encourage people to leave

»

The verbal description is one thing, but a graphic depiction is more insightful. First and
foremost, it would drastically reduce retired pay annuities. The chart below compares the QRMC
proposal “immediate annuity upon retirement option” with that of the current retirement plan.

New System Impact

£-7 with 20 YOS with Immediate Annuity

$40,000

3z 38 44 30 56 62 68 74 80

B Current System (with COLAY 8 QRMC Immediate Annuity w 401K distre
The red {darker) shaded area shows the current retired pay projection over time for a newly
retiving B-7 at age 40 with 20 years of service. Histher retired pay of about $24,000 a year would
grow using a 3% COLA factor. This chart reflects the life expectancy (age 83) of 40-year-old E-
7 newly retiving under the current system.

The QRMC plan (blue [lighter] shaded area on the chart) would reduce retired pay 5% for each
vear before age 57 (17 years x 5% = 85% reduction), yielding only $3,600 at age 40.
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At age 60, the retiree would begin drawing money from a 40 1(K)-type plan. Using QRMC
assumptions and projecting a 7% rate of return, the retiree would draw an additional $13,600 per
year until age 85. To be able to draw money beyond age 85, the annual withdrawal amount
would have to be reduced.

To help entice people to serve fonger, the QRMC envisioned a series of cash bonus payments
(shown as three bars on the chart). The first two bars ($4.6K and §7.1K) reflect bonuses (before
taxes) equal to 15% of annual basic pay at the 12 and 18 years of service points. In addition, the
QRMC envisioned a separation bonus equal to a multiplier of | X monthly basic pay X years of
service before taxes — 20 months of basic pay at 20 years of service.

But the bonuses wouldn’t be guaranteed. The Services could turn them on or oft depending on
their needs in any particular year.

The bottom line is that the proposed system would reduce total expected lifetime retired pay for
an E-7 with 20 years of service by a whopping $1.6 million (and more than that for people who
live beyond age 85), in return for taxable bonns payments of less than one-tenth that amount.

The Coalition believes the QRMC plan would do grave damage to long-term retention and
readiness.

In effect, it would destroy most of the financial incentive to pursue an arduous military career
particularly for enlisted members.

By dramatically reducing its financial commiiments to servicemembers without any reduction
in the enormous sacrifices demanded of career troops and families, it wonld invalidate any
sense of reciprocal commitment between member and service.

The Defense Business Board Proposal: The QRMC plan is risky business. However, it pales
in comparison when one considers the newest military retirement proposal briefed at the Defense
Business Board (DBB) this past summer.

The Board’s retirement task force recommended eliminating the current defined-benetit military
retirement system and substituting a new 401(k)-like defined contribution plan with annual
government contributions.

Many details of their recommendation are still undefined — such as how soon servicemembers
would be vested and how much the government contribution would be.

Like the QRMC plan, the task force envisions leaving annual contribution amounts up to the
Services, perhaps based on whether the servicemember was in a combat zone, on a hardship tour,
or held a “higher risk” occupation. In addition, their plan would grandfather existing retirees and
“fully disabled” veterans under the current system.

For currently serving personnel, they offered two options:
. A “high-cost” option would apply only to new service entrants, and grandfather all currently
serving members under the current retirement system.
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. A “lower-cost” option would immediately transfer all currently serving members to the new
system, while crediting any time already served under the current system.

The latter option is what many civilian firms have done when changing retirement plans. Under
this option, for example, a person who has 10 years of service upon implementation would get an
annuity of 25% of high-three-year average basic pay upon retirement, whether he/she ended up
serving 20 years or 30 years. But for the years after the implementation date, retirement credit
would be built solely through the 401(k)-style system, with withdrawals allowed beginning at
age 60.

This proposal would eliminate not only the defined benefit for retirees, but also the current
Survivor Benefit Plan (SBP) for retiree survivors. Survivors would receive the “transportable”
401(k) in place of the current SBP annuity.

The Coalition is very concerned that shifting to a defined-contribution 401-(k)-style system
would effectively void an important element of the government’s reciprocal obligation to those
of whom it demands so much. There is no avoiding the risks of military service, up to and
including death. But the uniformed services system has sought to offset that risk with assurances
that survivors would be taken care of with a package of defined and predictable benefits,
including an inflation-adjusted annuity that the survivor could not outlive.

The defined contribution system obviates that promise by requiring servicemembers and
survivors to accept a large degree of financial risk over and above the normal risks inherent in
a career of service.

The Coalition believes a defined, predictable retired pay and survivor annuity should remain a
critical element of the military retirement package.

Let's put the DBB's proposal in perspective. The DBB is made up of corporate business leaders
with limited military experience (only one retiree on the board) and is chartered to provide
recommendations to SecDef — in this case, find ways to reduce costs of the current military
retirement and provide something to those with less than 20 years of service.

The DBB talks of budget savings, but does not even mention the impact on future readiness or
retention. This is serious. Not only would 1t put another strain on our servicemembers and their
families because they would now face an uncertain future, it would threaten our national
security, as mauy people are beginning to realize.

It is particularly galling to the Coalition that the DBB has characterized the existing
retirement system as too rich a benefit for those who serve a long career and that it has “no
comparison in the private sector.”

Few corporate employees fuce life and death decisions at work, or being shot at on a regular

basis. Few have to leave their spouses to spend years in desolate, dangerous places while their
Samilies fend for themselves back home. They usually don’t have to move every year or two, to
places they have no control over selecting and suffer the accompanying disruptions of spousal

13
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careers and incomes and children’s education. Bottom line — a military career has no
comparison with a civilian career.

The DBB plan also would make it impossible for currently serving personnel to estimate their
potential retived pay value as they decide whether to pursue a service career.

Under the current system, a servicemember can look at a pay table and have an idea what retired
pay would be expected if they stay a specific period of time and attain a certain grade.

That would be impossible under the DBB plan, which would be subject to the vicissitudes of
annual service budget cycles and the larger markets.

[n sum, it adds a huge financial risk to all of the other risks inherent in a career of uniformed
service. The Coalition believes that, of all Americans, those accepting the risks of a carcer in
uniform deserve some reasonable certainty in terms of their expected reward.

Learning from the REDUX Lesson

Of all the reasons to be skeptical of dramatic retirement veform proposals, none is more
cautionary than the very real experience with the REDUX system enacted August 1, 1986 that
reduced 20-year retived pay value by approximately 25% for servicemembers who entered
service on or after that date.

When Congress was considering the REDUX legislation, then-Secretary of Defense Casper
Weinberger wrote congressional leaders to express his grave concern that the reduced career
“pull” of lower retired pay compared to the continuing sacritices inherent in a military career
would eventually undermine retention (see attached Weinberger letter).

Those concerns proved justified in the 1990s, as surveys of separating servicemembers
highlighted the REDUX system as a significant reason for their decisions to leave service.
Subsequently, Congress repealed the REDUX system at the urging of the Joint Chiefs of Statf on
readiness grounds.

Virtually all of the retirement reform proposals in recent years would impose far more draconian
retired pay cuts on career service personnel than the REDUX law did.

If REDUX undermined retention and readiness in the peacetime years of the mid- and late
1990s and had to be repealed, how can we expect that far more severe cuts won’t do much
greater damage, especially in a wartime environment? Even if the current war were to end
tomorrow, hard experience tells us any new service entrant can expect to spend some years at
war.

The Coadlition is dismayed that, in contrast fo the prescient concerns of Secretary Weinberger
for the future readiness consequences of the 1986 REDUX change, no current Defense or
Administration leaders are voicing any such concerns about far more draconian changes.
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The Coalition believes it is grossly irresponsible to ignore the obvious lessons of history in
order to pursue ill-advised efforts to treat crucial retention and readiness programs as little
move than a cash cow to achieve defense budget savings.

The Self-Deception of “Grandfathering” Against Ill-Advised Changes

Finally, the REDUX experience taught that grandfathering the current force against significant
changes does not avoid the negative retention and readiness consequences of those changes.

Grandfathering is designed simply to quell dissent and fear among the currently serving, as there
is no constituency for future entrants.

In the end, troops and families affected by such decisions have little or no say in what Congress
and the Administration decide about their future compensation package. Their only recourse is
to “vote with their feet” — as they did in the 1970s and 1990s — when they believe erosion of their
career compensation package has left it insufficient to offset the sacrifices of continued service.

The REDUX experience shows grandfathering doesn’t allow the country to escape the
consequences of unwise actions. It only delays those consequences and throws them in the
laps of successor Administrations and Congresses to solve — at potentially greater cost than
their enactment had hoped to save.

The bottom line is still the sume whether the current force is grandfathered or not: such
proposals assert a belief that career troops’ and families’ service and sacrifice isn’t worth what
we 're paying them.

The Coalition believes strongly that it’s no less egregious to devalue the service of future
entrants than that of the currently serving.

Conclusion

The most powerful argument for the current uniformed services retirement system is that it
has worked — and worked extraordinarily well at sustaining career retention through the
extraordinary variety of conditions the nation and our military have encountered over the last
60 years.

Through multiple wars and budget-driven force build-ups and drawdowns, it has proven highly
effective in accomplishing its intended purpose.

The hard reality of the world is that the extraordinarily arduous service conditions it was
intended to offset have not changed. If anything, service conditions have been worse in recent
years than at any time since the current system was created.

We've tried the "cut it to save money'' and "grandfather the current force” route with
REDUX, and proved that didn’t work.
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So the bottom line remains. Military service is unique and cannot be compared to civilian
retirement programs. It's essential to maintain a strong career force to be able to defend the
country’s national security interests. Anything that works against that is a bad idea.

The recommended military retirement system changes that have surfaced appear purely budget-
driven and fail to take into consideration what will happen to retention and impact the readiness
of our Nation”s military. Had these types of “reform™ been in place for the past decade, they
would have destroyed the career force.

Dramatically reducing financial commitments to career servicemembers and families without
any reduction in the enormous sacrifices demanded of them would destroy all sense of reciprocal
commitment between member and service.

The Coalition understands that all areas of the budget must be able to stand up to scrutiny in this
difficult fiscal environment. All we ask is a fair review that takes into account both the intent of
these crucial programs and the hard experiences with dramatic changes of the past.

For those who argue that military people must accept a fair burden of national financial
sacrifice, the Coalition answers that the Nation owes career military people a fair accounting
of the sacrifices already imposed on them, including not only those imposed while on active
duty, but also those imposed in retirement.

In that regard, let us not ignore the average 8-10% loss of lifetime retived pay incurred by
servicemembers who retired under depressed pay tables of the last three decades because of
pay raise caps experienced almost every year under the budget cutbacks imposed duving the
1980s and 1990s.

Thank you for the opportunity to present the Coalition’s views on this important topic.

Attachment: SecDef Letter dated 15 Nov 1985
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THE SECRETARY OF DEFENSE

WASHING TON. THE DISTRICT OF COLUMBIA

5 NOV 18
Honorable Thomas P, O'Neill, Jr. 15 K0 8

Speaker of the House of
Representatives
wWashington, D.C. 205135

Dear Mr. Speaker:

The enclosed report complies with the requirements of
section 667 of the Defense Authorization Act for fiscal year
1986.

Included in the report are drafts of the two pieces of
legislation that would change the military non-disability retire-
ment system. Each would result in a reduction in military
retirement accrual funding of $2.9 billion in fiscal year 1986 as
mandated by the Congress, This is a 16 perceat reduction in
military retired pay from the current system and is in addition
to the 13 percent reduction that was iwmposed by the Congress in
the high~three~year averaging adjustment in 1880.

although the Department of Defense has prepared the draft
legislation as required by the Congress, 1 want to make it
absolutely clear that such action is not to be construed as
support for either of the options for change. To the contrary,
the Department of Defense is steadfastly opposed to the signifi-
cant degradation in future combat readiness that would result
from the changes required to achieve the mandated reduction. I
am particularly concerned about the potential loss of mid-level
officers, NCOs and Petty Officers who provide the first-line
leadership and technical know-how so vital to the defense mission.
Unless offsetting compensation is provided, our models conserva-
tively indicate that our future manning levels in the 10 to 30
vear portion of the force would drop below the dismal levels of
the late 1970s when aviator shortages and shortfalls in Army NCO
and Navy Petty Offiger leadership seriously degraded our national
security posture.

While the changes we have been required to subsmit technically
affect only future entrants, we expect an insidious and immediate
effect on the morale of the current force, No matter how the
reduction is packaged, it communicates the same wessage, i.e.,
the perception that there is an erosion in support from the
American people for the Service men and women whom we call upon
to ensure our safety. It says in absolute terms that the unique,
dangerous and vital sacrifices they routinely make are not worth
the taxpayers' dollarxs they receive, which is not overly generous.
I do not believe the majority of the American people support this
view and ask that you consider this in your deliberations on this
very crucial issue to our national security.

7 Sincz'ely.

Enclosure /
{
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Colonel Steve Strobridge (USAF-Ret)
Director, Government Relations, Military Officers Association of America (MOAA); and
Co-Chairman, The Military Coalition

Steve Strobridge, a native of Vermont, is a 1969 graduate from Syracuse University.
Commissioned through ROTC, he was called to active duty in October 1969.

After several assignments as a personnel officer and commander in Texas, Thailand, and North
Carolina, he was assigned to the Pentagon from 1977 to 1981 as a compensation and legislation
analyst at Headquarters USAF. While in this position, he researched and developed legislation
on military pay, health care, retirement and survivor benefits issues.

In 1981, he attended the Armed Forces Staff College in Norfolk, VA, en route to a January 1982
transfer to Ramstein AB, Germany. Following assignments as Chief, Officer Assignments and
Assistant for Senior Officer Management at HQ, U.S. Air Forces in Europe, he was selected to
attend the National War College at Fort McNair, DC in 1985,

Transferred to the Office of the Secretary of Defense upon graduation in June 1986, he served as
Deputy Director and then as Director, Officer and Enlisted Personnel Management. In this
position, he was responsible for establishing DoD policy on military personnel promotions,
utilization, retention, separation and retirement.

In June 1989, he returned to Headquarters USAF as Chief of the Entitlements Division, assuming
responsibility for Air Force policy on all matters involving pay and entitlements, including the
military retivement system and survivor benetits, and all legislative matters affecting active and
retired military members and families.

He retired from that position on January 1, 1994 to become MOAA's Deputy Director for
Government Relations.

In March 2001, he was appointed as MOAA’s Director of Government Relations and also was
elected Co-Chairman of The Military Coalition, an influential consortium of 33 military and
veterans associations.
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John R. Davis
Director of Legislative Programs
Fleet Reserve Association

John Davis served in the United States Marine Corps Reserve in an artillery unit (155 self-
propelled howitzers) and as a Second Lieutenant in the Illinois Army National Guard in the
1980s. He joined the FRA team as Director, Legislative Programs in February 2006, and
recently stepped down as President of FRA Branch 181 (Arlington, Virginia) after serving two
terms. He is co-chairman of The Military Coalition’s (TMC) Retired Affairs Policy Committee.

John worked for almost 13 years with the National Federation of Independent Business,
including 9 years as Director of the [llinois chapter and 3 2 years in the federal lobbying office
in Washington DC. John has lobbied on a variety of issues including healthcare, tort reform,
education, insurance, taxation, and labor law.

In 2005 John received a Masters of Public Policy (MPP) degree from Regent University,
Alexandria VA. He has a BS degree from llinois State University in Political Science and
History. John is a proud father of two children: Anne age 29 and Michael age 25 who returned
from a 7 month deployment to Afghanistan (June 2010) with his Marine Corps Reserve unit.

19






DOCUMENTS SUBMITTED FOR THE RECORD

OCTOBER 25, 2011







 DEFENSE BUSINESS BOARD |

Report to the Secretary of Defense

Modernizing the Military
Retirement System

Report FY11-05

» Recommendations to optimize the
Department’s military retirement
system

(61)



62

Defense Business Board

Modernizing the Military Retirement System
TASK

The Secretary of Defense is committed to increasing the efficiency
and effectiveness of the Department of Defense’s (DoD) processes and
operations. In May 2010, Secretary Gates tasked the Defense Business
Board (herein referred to as “the Board”) to review current Department
policies and practices and identify options to materially reduce overhead
and increase the efficiency of the Department’s business operations (see
Tab A). In response to this tasking, the Chairman of the Board established
a Task Group to assess the military retirement system and develop
potential alternatives that would enable the system to remain fiscally
sustainable while recruiting and retaining the highest performing perscnnel
required for our Nation’s defense. A copy of the Terms of Reference
outlining the scope and deliverables for the Task Group can be found at
Tab B.

Mr. Richard Spencer served as the Task Group Chair. The other
Task Group members were Patrick Gross, David Langstaff, Philip Odeen,
Mark Ronald, Robert Stein, and Jack Zoeller. Catherine Whittington served
as the Board Staff Analyst.

PROCESS

The Task Group conducted interviews with many of the Department’s
current senior leaders, former DoD and other government officials, several
defense attachés from foreign ministries, and officials from institutes and
government agencies. The Task Group also reviewed a multitude of
analyses, studies, and recommendations generated by both government
and private research institutions addressing military retirement over the
past 30 years.

The Task Group’s draft findings and recommendations were
presented to the Board for deliberation at the July 21, 2011 quarterly Board
meeting where the Board voted to approve the recommendations. See
Tab C for a copy of the brief presented to the Board.

Modernizing the Military Retirement System REPORT FY11-05
Task Group
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FINDINGS

The Task Group began by assessing the origins of the military
retirement system and then compared it to the present environment. The
current military retirement system has not been meaningfully modified or
adjusted to reflect the creation of the All Volunteer Force. The system was
designed in an era when life spans were shorter, draft era pay was
substantially less than civilian sector pay, second careers were less
common, and skills acquired during military service were not transferrable
to the private sector.

The Task Group also compared the current military retirement system
to various public, private, and foreign military systems. The Task Group
observed that the present retirement system is tied to base pay and has
therefore increased in direct proportion to the substantial increases in base
pay that have occurred over the past ten years. As a result of these
increases, today’s regular military compensation is higher than that of
average civilians with the same level of education. Enlisted and officer pay
now ranks in the top quartile of all high school graduates and college
graduates, respectively (see Appendix A at Tab C). As base pay
increases, the size of the future retirement liability also increases.

The current system is based upon a 20 year cliff vesting structure.
Those who serve less than 20 years receive no benefit, while those who
serve for 20 years earn a lifetime benefit of 50 percent of base pay and
those who serve for 35 years earn a lifetime benefit of 87.5 percent of base
pay, all of which is regularly adjusted for inflation. For those serving more
than 20 years, the retirement contribution is approximately 10 times greater
than the private sector. Whereas average private sector pension
contributions range from 4 to 12 percent per year, military retirement
benefits equate to an approximate contribution of 75 percent of annual pay
per year.

The Task Group identified three features of the current military
retirement system that point to the need for change.

First, the current military retirement system is unfair. For example, 83
percent of those serving in the military will receive no retirement benefit.
Military personnel serving 5, 10, or 15 years will depart from service with no

Modernizing the Military Retirement System REPORT FY11-05
Task Group
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benefit or pension. This cohort includes the majority of troops who have
engaged and will engage in combat. Conversely, only 17 percent of the All
Volunteer Force serves for more than 20 years, and they are endowed with
a lifetime benefit. The distribution varies between officer and enlisted
personnel; 43 percent of officers and 13 percent of enlisted personnel have
historically received a pension.

Second, the current military retirement system is inflexible and has
disadvantages with regard to force shaping. The binary nature of the 20
year cliff vesting requirement creates a strong incentive for personnel to
leave shortly after 20 years. Interviews indicated that, in some areas of
specialization, military service members are only then reaching their peak
performance at that point. Data from the Office of the Secretary of Defense
(OSD) Office of Actuaries shows that with 20 year cliff vesting, 76 percent
of personnel leave after serving between 20 and 25 years. At the same
fime, the cliff vesting requirement makes it more difficult to release
personnel with 15 years or more of service. In periods of downsizing, as in
the 1990s, the Department has therefore had to seek special payment
authority fo ease the transition out of the military.

Third, in light of the budget challenges DoD is currently facing, the
military retirement system appears increasingly unaffordabie. In FY11, the
retirement plan will accrue 33 cents for each dollar of current pay, for a total
of $24 billion. As shown in the table and graph on page 4, these costs are
rising at an increasingly unsustainable rate.

According to the OSD Office of the Actuary, annual military retirement
payments are forecasted to increase from $52.2 billion in 2011 to $116.9
billion in 2035. As of today, the total life cycle program costs will grow from
$1.3 trillion, of which only $385 billion is presently funded, to $2.8 trillion by
FY34 (see Appendix D at Tab C). increases in inflation and life
expectancy will further increase military retirement benefit costs.

Moreover, as presently structured, any increase to base pay has an
automatic and dramatic impact on future retirement liabilities.

Modernizing the Military Retirement System REPORT FY11-05
Task Group
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Military Retirement Trust Fund Under Current Plan
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RECOMMENDATIONS

The Board recognizes that retirement benefits are an important
component of overall compensation. Other elements, such as current
compensation, and other benefits {e.g. healthcare and education)
constitute the broad compensation package. Any changes in military
retirement should be considered in the context of the overall compensation
package. The Board offers, as part of that process, the following
recommendations to modify the military retirement system.

1. The Department should establish a new structure for the military
retirement system, based on annual contributions. One model for this
new structure is the existing Uniformed Military Personnel Thrift
Savings Plan (TSP).

Modernizing the Military Retirement System REPORT FY11-05
Task Group
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2. Contributions to the new plan would be made by the government.
The amount of that contribution should be set at a rate to support
retention in an ever changing global environment. For example, the
government contribution could include an adjustment that would
increase the contribution for longer serving military personnel to aid in
retention. For modeling purposes only, the Task Group's analysis
used an annual government contribution equivalent to 16 percent of
military annual base pay — approximately two times the amount of
annual contribution in the private sector. Investment options could
also vary from 401(K) type plans to annuities or cash balance
accounts.

3. Military members would also be able to make contributions to their
own accounts. Furthermore, these retirement accounts would be
transportable into the private sector and back into the military.

4. DoD contributions could vary depending on the needs of the services,
such as larger contributions at certain retention gates, specific Military
Occupational Specialty, or other demands to assist in force shaping.

5. The individual account would provide for rights of survivorship.

6. Fully disabled participants would qualify for an immediate pension,
which would be formulated with VA benefits, as presently structured.

7. The plan would need to establish periods for initial vesting and for
pay-out. One approach would be for a plan to begin vesting after the
first recruitment period and become payable at ages 60 to 65 (or the
Social Security age). The plan could allow for partial withdrawals or
loans to cover education, healthcare, or other specified unplanned
events or emergencies. Similar to most private sector severance
plans, upon retirement, a time formulated transition payment option
should be considered to facilitate the change to a new career.

8. This plan would apply to Reserve and Active Duty personnel. Retired
and disabled personnel would be unaffected.

The Board recognizes the magnitude of the change involved in
shifting to a different structure for the retirement system. One key option

Modernizing the Military Retirement System REPORT FY11-05
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for this change is a transition approach of which the Board made no
specific recommendation. As input to decision-makers, the Board modeled
two alternatives: the first which grandfathers all current military personnel in
the existing system, and the second which involves a more rapid transition,
but without loss of accrued benefits (see Appendix E and F, respectively,
at Tab C).

Respectfully submitted,

e V. ot

Richard Spencer
Task Group Chair

Modernizing the Military Retirement System REPORT FY11-05
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OPERATIONS”
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SECRETARY OF DEFENSE
1000 DEFENSE PENTAGON
WASHINGTON, DC 20301-1000

MAY 17 2010

MEMORANDUM FOR THE CHAIRMAN, DEFENSE BUSINESS BOARD (DBB)

SUBJECT: DBB Terms of Reference — “Reducing Overhead and Improving Business
Operations”

I remain concerned over the ability of the Department of Defense to sustain
current force structure levels and to continue critical modernization of military
capabilities given the current and projected fiscal climate. For these reasons, it is
imperative that the Department identify and pursue every opportunity to economize and
increase the efficiency of its business operations.

As the Department’s independent advisory board for economic and business
affairs, I request you form a task group to provide recommendations on options to
materially reduce overhead and increase the efficiency of the Department’s business
operations. This effort should identify both short- and long-term opportunities to
achieve budget savings as well as make process or organizational changes that will yield
long-term operational efficiencies.

The offices of Under Secretary of Defense (Comptroller), Cost Assessment and
Program Evaluation, and Director of Administration and Management will serve as your
principal support resource and will provide assistance as necessary. Other Department of
Defense elements will provide assistance if determined to be necessary.

This effort should be completed by September 1, 2010, with an interim briefing to

me by July 1, 2010.
St
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CHAIRMAN, DEFENSE BUSINESS BOARD
TERMS OF REFERENCE
“MILITARY RETIREMENT-ALTERNATIVE PLANS”
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November 10, 2010

MEMORANDUM FOR RICHARD SPENCER
SUBJECT: Terms of Reference ~ “Military Retirement-Alternative Plang™

The Secretary of Defense is commitied to increasing the efficiency of resource
allocation within the Department of Defense in order 1o better align defense dollars with
real-world military needs. In this ongoing environment of constrained resources, each
component of the Department’s budget must be reviewed to support the Secretary’s
goals. Therefore, a significant portion of the Department’s personnel budget particularly,
military pay and retirement should be appraised and benchmarked.

To support the Secretary’s efficiency initiatives, I request you lead the Defense
Business Board's “Military Retirement-Alternative Plans™ Task Group. You should
begin by reviewing the current reform thinking on military pay and benefits. This
research and analysis will help vou to provide recommendations for optimizing the
Department’s military pay and retirement system. Please provide recommendations that
enable the system to be fiscally sustainable while recruiting and retaining the highest
performing personnel required for our Nation’s defense.

The Task Group will consist of you, Patrick Gross; Phil Odeen, Steve Reinemund,
Mark Ronald. Robert Stein, and Jack Zoeller. Please provide me with vour findings and
any recommendations to improve our processes by the Defense Business Board’s
Quarterly Meeting in April 2011, Colonel Michael N. Pierce will serve as the Task
Group's Military Assistant.

As a subcommittee of the Board, and pursuant to the Federal Advisory Comimittee
Actof 1972, the Government in the Sunshine Act of 1976, and other appropriate federal
regulations, this Task Group shall not work independently of the Board's charter and
shall report its recommendations to the full Board"s public deliberation. The Task Group
does not have the authority to make decisions on behalf of the Board, nor can it report
directly 1o any federal officer who is not also a Board member. The Task Group will
avoid discussing “particular matters™ according to Section 208 of Title 18, U8, Code,

" Michael J. Baver
__/Chairman
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The Reserve Officers Association of the United States (ROA) is a professional association of
commissioned and warrant officers of our nation's seven uniformed services, and their spouses. ROA was
founded in 1922 during the drawdown years following the end of Werld War L. It was formed as a
permanent institution dedicated to National Defense, with a goal to teach America about the dangers of
unpreparedness. When chartered by Congress in 1950, the act established the objective of ROA to:
"...support and promote the development and execution of a military policy for the United States that will
provide adequate National Security.”

The Associations’ 59,000 members include Reserve and Guard Soldiers, Sailors, Marines, Airmen, and
Coast Guardsmen who frequently serve on Active Duty to meet critical needs of the uniformed services
and their families. ROA’s membership also includes officers from the U.S. Public Health Service and the
National Oceanic and Atmospheric Administration who often are first responders during national
disasters and help prepare for homeland security.

ROA is a member of The Military Coalition where it co-chairs the Tax and Social Security Committee.
ROA is also a member of the National Military/Veterans Alliance and the Associations for America’s
Defense. Overall, ROA works with 75 military, veterans and family support organizations,

President:

Col. Walker Williams, USAF (Ret.) 202-646-7706
Staff Contacts:
Acting Executive Director:

CAPT Marshall Hanson, USNR (Ret.) 202-646-7713
Legislative Director, Health Care:

CAPT Marshall Hanson, USNR (Ret.) 202-646-7713
Air Force Director:

Dayan Araujo 202-646-7719
Army and Strategic Defense Education Director:

Mr. “Bob” Feidler 202-646-7717
USNR, USMCR, USCGR, Retirement:

CAPT Marshall Hanson, USNR (Ret.) 202-646-7713
Service Members’ Law Center Director:

CAPT Sam Wright, JAGC, USN (Ret.) 202-646-7730

The Reserve Enlisted Association is an advocate for the enlisted men and women of the United States
Military Reserve Components in support of National Security and Homeland Defense, with emphasis on
the readiness, training, and quality of life issues affecting their welfare and that of their famities and
survivors. REA is the only Joint Reserve assoclation representing enlisted reservists — all ranks from all
five branches of the military.

Executive Director
CMSgt Lani Burnett, USAF (Ret) 202-646-7715

DISCLOSURE OF FEDERAL GRANTS OR CONTRACTS

The Reserve Officers and Reserve Enlisted Associations are member-supported organizations. Neither
ROA nor REA have received grants, subgrants, contracts, or subcontracts from the federal government in
the past three years. All other activities and services of the associations are accomplished free of any
direct federal funding.
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The Uniformed Services Retirement System — Currently Serving

Mr Chairman and members of the committee, thank you for the opportunity to submit testimony. The
manpower profile of our armed forces should be shaped by strategy rather than budget. If decisions are
made in a reactive mode, more problems will be created than will be resolved. Retirement eligibility is a
force shaping tool.

In 2003, the average Active Component retirement was at 21 years of service, while the Reserve
Component retirement averaged 24 years. With the passage of an earlier retirement provision in 2008
providing credit for service in support of Overseas Contingency Operations, the Reserve retirement
average has been reduced, more resembling that of the Active Duty.

As field experience is essential, a retirement plan should include incentives to encourage a warrior to
serve longer. The current system, at least, sets the bar at 20 years.

Both enlisted and officer mid-grade shortages continue to plague the armed forces. This will be only
aggravated with each service throttling back on new accessions into the services.

A proposed plan suggested by the Defense Business Board suggests that military retirement compensation
be altered from a “defined benefit” to a “defined contribution™ as private sector plans have done using a
401(k) style plan, allowing members of the armed forces to be vested between three to five years. This
will only amplify the risk of earlier separations, as individual serving members won’t have to remain as
long for retirement cligibility.

Typically, a member who stays in the armed forces beyond the initial period of active duty will be making
career decisions between 8 to 12 years. A plan based on a business model could create earlier turnovers,
and may actually increase federal expenses as people exit with their vestments.

With a system that encourages higher turnover, there will also be higher costs in recruiting and training,
which has been estimated at over $100,000 per recruit for primary training. Retention bonuses might
have to be increased to retain certain skill sets.

To achieve savings, an immediate change would have to be made. It is inappropriate to replace the
current plan for those already serving in the armed forces. The ROA and REA do not favor setting up a
dual tier system where different generations of warriors involuntarily have different retirement systems,
Differences between the retirement plans for the Active and Reserve Components already create enough
tension as it is.

Without changing the current system, the only savings that could be accrued is by a deferment of
payment. ROA and REA are not suggesting elimination of or reduction in the retirement annuity at 20
years, but suggest developing an incentive program that would be actuarially based to encourage Active
Component members to delay receipt until they are older. This could be structured similar to Social
Security with higher retirement annuities being paid to those who delay receipt longer. An additional
incentive would be for annuity rates to annually increase at the rate of armed forces pay increases, and the
High-3 formula could be calculated on the pay scale of the last three years before annuity receipt, rather
than the last three years of Active Duty.
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The Uniformed Services Retirement System — those already in retirement

Last September, the President announced his plan for Economic Grown and Deficit Reduction.
Unfortunately, it included the recommendation to increase costs to military retirement and military
families for some of their benefits. This would be a change to a compensation package that has already
been earned.

Under the plan, annual fees would be instituted for TRICARE For Life health care, beginning with a $200
annual fee in FY 2013 and would be increased annually if recommended by the Secretary of Defense.
This would be above the cost of Part “B” Medicare premiums now being paid, which is means tested.

Additionally, the president suggested adjusting TRICARE pharmacy co-payments to more closely match
those of Federal employee health plans by shifting retail pharmacy from dollar co-payments to a

percentage co-payments, starting at 10 percent for generic drugs and increasing to 20 percent. Brand
name and non-formulary drugs would start with a 15 percent copayment and would rise to 30 percent
over time. Mail order generics would be free, but brand drugs would increase to a $20 dollars co-
payment and $35 for non-formulary, with each eventually increasing to a $40 co-payment.

Generic drugs ordered from mail order are already free as of October 1, 2011, so the president’s plan
contains cost increases without offsetting icentives.

Neither ROA nor REA can support such increases. Retirees from the National Guard and Reserve would
be hit the hardest because they typically retire with half of what active duty retirees receive in their pay
grade.

Under a total force concept, members of the National Guard and Reserve face the same exposure to call-
up, but without many of the same support programs. Many Reserve Component retirees have served in
overseas contingency operations during the last ten years, or in Desert Storm. Others are veterans of
World War I, Korea, Vietnam and other lesser known conflicts.

For most, retirement is tightly budgeted. Added costs are disproportionate when you are living on the
margin. These retirees have earned this benefit, and should not have it altered.

Conclusion:

The serving armed forces represent less than 1 percent of the Unites States population with the retirees
representing just another 6/10s of a percent. The sacrifices and stress faced by this group are unique,
unlike anything experienced by the remaining 98.5 percent of American citizens. To target the 1.5
percent of those who have served a career in the armed forces with its included challenges to pay down
the deficit is not condonable. Those who have sacrificed shouldn’t be expected to sacrifice again.

The ROA and REA are willing to work with the committee to find better ways to effectively reduce costs
to not only maintain an adequate national security, but sustain the benefits of those who have served to
attain it.
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RESPONSES TO QUESTIONS SUBMITTED BY MRS. DAVIS

Dr. ROONEY and Ms. PENROD. Contracted Services are currently the largest cost
element of the Total Force. The Department is committed to enhancing its under-
standing of what we contract for and why. For all elements of our force, we must
look at whether the returns justify the investments, and if alternative Total Force
mix solutions may be less costly or are more appropriate. As we have seen in the
last decade, expenditures on contracted services have steadily increased, and as an
element of the Total Force, must be comprehensively reviewed to ensure necessary
reductions do not risk readiness and the delivery of critical capabilities. The Con-
gressionally-mandated Inventory of Contracts for Services must continue to be im-
proved so that it can be used by managers for these purposes.

In accordance with the FY11 authorization and appropriations acts, my office is
working with all DOD organizations, to move towards collecting data from the pri-
vate sector firms providing services for the Department. It is important that we
have information on contracted services that can be translated to units of measure
that are comparable to the other elements of our workforce (military and civilian
personnel) in order to make these critical value and planning judgments.

In the past few years, we have seen the Army make judicious and highly cost-
effective decisions regarding contracts governance by relying on both their inventory
process and internally-developed information system. P&R has engaged to assist the
Departments of the Navy and Air Force to enhance their service contracting govern-
ance ability by leveraging the Army system, as directed in the FY11 appropriations
act. Additionally, we are also assisting the Defense Agencies, Field Activities, and
Combatant Commands as they report their plans to collect this information. This
year, the Components will prepare an improved FY2011 Inventory of Contracts for
Services by relying on the best information they have available in their internal sys-
tems as opposed to the Federal level aggregated reporting system, while leveraging
the Army’s proven processes and data.

Finally, my office has drafted guidance that will be soon released Department-
wide. This guidance will require, in addition to an improved inventory, that each
DOD Component complete a thorough review and analysis of the contracted services
for which they are the requiring activity, and will require the Component Head to
submit a letter to my office certifying completion of such review, delineating the re-
sults in accordance with all applicable Title 10 provisions. This additional account-
ability will ensure each DOD Component can report workforce mix decisions and
that contracted services are validated against mission requirements that justify cur-
rent and proposed expenditures during annual program and budget reviews, and
that corrective action is taken when functions at risk of inherently governmental
performance or involving unauthorized personal services are identified. [See page
22.]

RESPONSE TO QUESTION SUBMITTED BY MR. COFFMAN

Dr. RoONEY. The Defense Department annually contributes into the Military Re-
tirement Fund a portion of the actuarially determined amount required to pay re-
tired pay to future military retirees; the Treasury Department pays the remainder
of the actuarially determined amount.

For the 2012 fiscal year, the Defense Department contributed an amount equal
to 34.3 percent of active component military basic pay to fund retired pay for future
active duty retirees and 24.3 percent of reserve component military basic pay to
fund retired pay for future reserve component retirees. It is projected that these con-
tributions, as a percentage of military basic pay, will remain relatively constant well
into the future.

In FY 2012, the Treasury Department contributed to the Military Retirement
Fund 8.8 percent of active component military basic pay and 3.6 percent of reserve
component military basic pay. The Treasury Department’s portion represents the
cost of “concurrent receipt” benefits first enacted in 2004. [See page 12.]
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QUESTIONS SUBMITTED BY MS. BORDALLO

Ms. BORDALLO. How can the Department consider “breaking faith” with the troops
and propose drastic reforms to retirement and benefits to the military’s all-volunteer
force to meet declining budgets, while at the same time failing to achieve a realistic
accounting of expenditures on contracted services, which have increased drastically
in the past decade? In fact, for nearly half of that decade, the Department has failed
to implement a required inventory of contracts for services, directed by Congress in
FY08 NDAA. P&R was directed, twice in fact, in the most recent legislative cycle
to take specific and deliberate actions to move the Department forward in that area.
Without this critical tool, how can the Department control costs in a time of fiscal
austerity, reducing military and civilian end-strength, but ignore the work per-
formed by contractors? Wouldn’t this be a more natural first choice for identifying
budgetary savings than at the expense of “breaking faith” with our dedicated men
and women in uniform?

Dr. ROoNEY. While it is accurate that possible retirement and compensation re-
forms are being considered, the Department is still in the very early stages of devel-
oping any potential options for such reform and no decisions have been made. The
Secretary and I, along with many other senior leaders, take very seriously the com-
mitments we’ve made to our men and women in uniform and we will not break faith
with those service members. Any proposed reforms and changes to retirement will
contain a requirement for grandfathering.

I agree that work performed by contractors comprises a significant portion of the
Department’s budget that must be reviewed in order to achieve balanced, meaning-
ful and lasting savings and cost reductions. To that end, we are committed to en-
hancing our understanding of the services we contract for and why, and how much
we spend on those services. The Inventory of Contracts for Services must continue
to be improved so that it can be used as a tool by managers for these purposes. In
accordance with the FY11 NDAA and the recent appropriations bill, my office is
working with all DOD organizations to move towards collecting data related to level
of effort and costs from all private sector firms providing services for the Depart-
ment. On November 22, the Department delivered to the Congressional defense
committees a plan that delineates both short and long term actions to be taken by
the Department to begin collecting data from private sector firms and fully comply
with requirements of sections 235 and 2330a of title 10, United States Code. It is
important that we have information on contracted services that can be translated
to units of measure that are comparable to the other elements of our workforce
(military and civilian) in order to make critical value and planning judgments. With
the right data, opportunities for savings can be identified, thus ensuring that re-
turns justify investments. The data will also assist in promoting alternative work-
force solutions that may be less costly and more appropriate, or eliminating or re-
ducing in scope those services determined to be no longer required or of low priority.

Ms. BORDALLO. In this hearing there was a lot of discussion about comparison be-
tween the military and private sector employment, specifically the specialized train-
ing, physical attributes, and sacrifices made by uniformed men and women that en-
sure a constant state of readiness. As we reduce our operational tempos overseas,
and drawdown those force levels, what is the Department doing to ensure that mili-
tary men and women are not being placed into jobs that do not contribute promote
unit readiness or further their careers, and consequently generate a hollow force?
This is of particular concern as the Department operates under a civilian personnel
constraint and there are thousands of control grade officers in headquarters or ad-
ministrative type functions that may be better suited for civilian performance?

Dr. ROONEY. The Department’s “sourcing” of necessary functions and work be-
tween military, civilian, and contracted services must be consistent with workload
requirements, funding availability, readiness and management needs, as well as ap-
plicable laws. As operational tempos in Iraq and Afghanistan decrease and the De-
partment makes force structure adjustments, military personnel availability will
certainly be a consideration in workforce structure decisions to most effectively and
efficiently perform the missions, including those at headquarter staffs and of an ad-
ministrative nature. In making such staffing decisions, the Department must be
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mindful of using military personnel to perform tasks that could limit their avail-
ability to perform the operational missions or maintain a required state of readi-
ness.

Consistent with DOD policies, tasks that are not inherently governmental or mili-
tary essential in nature must be designated for Government civilian personnel or
contract performance unless military-unique knowledge and skills are required for
performance of the duties; military incumbency is required by law, executive order,
treaty, or international agreements; military performance is required for command
and control, risk mitigation, or esprit de corps; and/or military manpower is needed
to provide for overseas and sea-to-shore rotation, career development, contingencies
or wartime assignments.

My staff has currently begun a study to review the grade/billet appropriateness
and allocation of control grade officers. This study may result in more in depth re-
views of military billets at headquarters and administrative functions and activities
across all organizations of the Department. Among other things, consideration for
military to civilian conversions or organizational efficiencies that will reduce mili-
tﬁryfpersonnel performing overhead activities will reduce the likelihood of hollowing
the force.

Ms. BORDALLO. Much attention has been paid to the role of contractors in the-
ater—as well as the sustainment, infrastructure, and maintenance support provided
to the Department by the private sector. However, as we shape the force of the fu-
ture and discuss the likely impact the possibility of retirement and compensation
reforms will have on the Department’s ability to recruit and retain a ready and ca-
pable force, what steps are being taken to ensure that the future mix of the Depart-
ment’s workforce is appropriately balanced? Declining end-strengths and civilian
personnel limitations would seem to lead to a “default” of contracted support to
meet future operational needs (similar to the post 1990s drawdown). What controls
are being implemented, related to contracted service levels, to preclude favoring one
element of the Total Force overt another?

Dr. ROONEY. As a result of fiscal constraints and declining budgets, the Depart-
ment is assessing all aspects of its Total Force, including contracted support. These
assessments may result in force structure changes, organizational realignments and
restructuring, workload prioritization, and the identification of lower priority mis-
sion/functions for elimination. As part of these assessments, workforce structure de-
cisions must be consistent with workload requirements, funding availability, readi-
ness and management needs, and applicable laws. Decisions regarding the use of
military personnel, Government civilians, or contract support must follow workforce
mix and risk guidance in DOD Instruction 1100.22, “Policy and Procedures for De-
termining Workforce Mix”, and, when appropriate, cost considerations in accordance
with Directive Type Memorandum 09-007, “Estimating and Comparing the Full
Costs of Civilian and Military Manpower and Contract Support.”

In addition, the Department has prepared policy reiterating and reinforcing statu-
tory prohibitions against converting work currently performed (or designated for
performance) by military and civilian personnel to contracted services. This policy
highlights the importance of preventing the inappropriate conversion of work, or
“default” to contract performance.

Lastly, the Department is committed to enhancing its understanding of current
and planned services contracts. On November 22, the Department delivered a plan
to the Congressional defense committees that delineates both short and long term
actions for the collection of data from private sector firms. These actions will im-
prove the Department’s ability to assess contracted services in a manner comparable
to the other elements of our workforce in order to make critical value and planning
judgments, as well as precluding unjustified or unintended growth in this sector of
the Total Force.
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